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|_ EDITORIAL | 





International Co-operation 


HE distinguishing characteristic of all 

professional organisations is co- 
operation. They are established for 
various reasons amongst which the most 
important is that of providing mutual 
help for their members by way of an 
exchange of ideas, knowledge and ex- 
perience. 


Such mutual assistance spreads beyond 
the boundaries of individual countries 
and tends to assume an _ international 
character. This is particularly true of 
the accountancy profession. 


As Mr. Gerald Warner, Consul- 
General for the U.S.A. in Victoria, 
pointed out in addressing the annual 
meeting of the Australian Society of Ac- 
countants on 10 April, 1957, “the 
greater the number of organisations of 
those in similar professions and callings 
in one country which establish friendly 
relations with the organisations of those 
in other countries the more solid is the 
foundation on which the peace of the 
world rests”. 


During the initial stages of the de- 
velopment of the profession in Australia 
valuable help was received from—and is 
still being extended by—the profession 
in Great Britain. More recently much 
assistance has been derived from the pro- 
fession in the United States. 


Latterly, we have obtained the advan- 
tages of hearing the views of leading 
American accountancy authorities, who 
have delivered lectures and given courses 
of instruction in the various States. In 
cases of scholars who have visited Aus- 
tralia under the Fulbright scheme, lec- 
tures to the profession have been ar- 
ranged in conjunction with the various 
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Universities. But the flow has not been 
all in the one direction and some leading 
Australian accountancy authorities have 
visited America, while younger mem- 
bers have undertaken courses there. This 
interchange of visits is likely to continue 
with considerable benefit to both coun- 
tries. 


The position has now been reached 
where the profession in Australia is able 
to render assistance to neighbouring 
countries and much has already been 
done by both the Australian Society of 
Accountants and the Institute of Char- 
tered Accountants in Australia. 


There are now 1,800 students in South- 
East Asian countries taking the exami- 
nations of the Society. This has involved 
the appointment of official representa- 
tives and committees of advice at Kuala 
Lumpur, Singapore and Hong Kong, to- 
gether with the establishment of libraries 
and the formation of students’ societies. 
The facilities have been provided in re- 
sponse to local demands and then only 
for the purpose of bridging the gap until 
local professional organisations can be 
formed and are ready to take over. 


This development was referred to by 
the Rt. Hon. R. G. Casey, Australian 
Minister for External Affairs, in an ad- 
dress at the Society's Convention in 
Sydney in May, 1958, when he said, 
“You have joined in the international 
effort of trying to help professionally the 
peoples of Asia” and, after urging the 
Society to “go forward”, he concluded by 
saying that this would have the effect of 
“making Australia’s relationship with the 
free countries of South and South-East 
Asia a firm, confident and lasting one 
for the future.” 
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The Chartered Institute also has ex- 
tended its activities to South-East Asia. 
It handles a small number of selected 
Asians under a special scholarship ar- 
rangement within the Colombo Plan, 
and deals with a larger volume of Asian 
students continuously arriving in Aus- 
tralia for training, experience and exami- 
nation in public accountancy. 


The Colombo Plan is one of the 
world’s largest co-operative programmes 
of economic development in South and 
South-East Asia. It is an aggregate of 
the national plans of the member coun- 
tries in the area, drawn up by the respec- 
tive governments to raise the standard 
of living, production, employment, 
health and literacy of their peoples. 


Certain countries of the British Com- 
monwealth, and the U.S.A., were in a 
position to render assistance to other 
countries in a less advantageous posi- 
tion. Technical assistance has been of 
various kinds, amongst which has been 
the training of students in a number of 
fields, not the least of which has been 
accountancy. Many of the countries of 
Asia have, however, made substantial 
social and economic advances since the 
lat war. As a result, the situation is 
rapidly changing. The era of differentia- 
tion between the parts played by the 
countries in the area is changing also to 
give way to an era in which mutuality 
takes its place—so that countries in the 
area may be both receiving assistance and 
providing it for other countries. 


This is clearly recognised in the ar- 
rangements for the Asian and Pacific Ac- 
counting Convention—1960 (A.P.A.C.) 
to be held in Melbourne in April of 
next year. It will be a regional con- 
vention rather than a world-wide con- 
gress, with the specific objective of 
mutual self-help within the restricted 
area implied by the title. 


This Convention will be in direct 
succession to the first Convention for 
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this area which was held at Manila in 
1957. By arranging it, the Philippine 
Institute of Accountants gave an im- 
portant lead and established the pattern 
for future conventions. On the occasion 
of the second Convention, leading ac- 
countancy organisations of Canada and 
the U.S.A. also will contribute their 
knowledge and experience to the dis- 
cussions. 


No doubt the profession in each of 
the various countries is likely to be faced 
with different problems, to have varying 
ideas on these problems and varying 
methods of solving even similar prob- 
lems. A.P.A.C. provides a means for 
discussing such difficulties and for mutual 
help by an exchange of knowledge and 
experience by accountants of all coun- 
tries in the area. Thus it elevates co- 


operation to the international plane, em- 
phasising in particular the development 
of the profession in Asian countries. 


We in Australia are getting to know 
the countries of Asia and their peoples 
better as we have more direct relations 
with them. But for informed discussions 
of problems experienced in the coun- 
tries to be represented at the Convention, 
more accurate and extensive knowledge 
of their economic and social conditions 
is needed by everyone concerned. With 
the object of providing this, the current 
issue of The Australian Accountant will 
initiate a series of articles on Asian coun- 
tries with one on the Philippines (p. 
377). The articles in this series should 
provide those attending the Convention, 
and other members of the profession in 
the various countries concerned, with 
valuable background information. 


Viewed as an outstanding instance of 
“mutual assistance” at the international 
level, the Convention should be of great 
value and its contribution to mutual 
understanding and goodwill should be 
immeasurable. 
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Australia Host Country for 


ASIAN AND PACIFIC 
ACCOUNTING CONVENTION 


Melbourne, April 4 to 7, 1960 


HE year 1960 will be a noteworthy 
one in the history of accounting 
in Australia because the second Asian 
and Pacific Accounting Convention is to 
be held here. It will provide members 
throughout Australia with an opportunity 
to meet and confer with distinguished 
accountants from many countries in the 
Pacific area. 


The convention will be held in 
Melbourne on Monday, Tuesday, 
Wednesday and Thursday, April 4 
to 7. The responsibility of planning 
and organising the convention will 
be shared by the Australian Society 
of Accountants and the Institute of 
Chartered Accountants in Australia. 


The first conference of accountancy 
organisations in Asian and Pacific coun- 
tries was sponsored by the Philippine 
Institute of Accountants and held at 
Manila in November, 1957. It was in- 
spired by an awareness of the need for 
means of exchanging ideas on accounting 
practices and of strengthening the rela- 
tions between accountants in the area. 
In messages of welcome appearing in the 
programme— 


The President of the Philippines, Mr. 
Carlos P. Garcia, said: 


“Conferences such as this are a healthy sign 
of the awareness of accountants in our part 
of the world of the trends and problems of 
their profession. Although relatively young, 
accountancy as a profession has rapidly grown 
and developed, and has contributed immensely 
to the progress in commerce and industry. 
Business enterprises and governmental entities 
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rely, to a large extent, on accountants’ reports 
as bases for vital policy decisions. It is to 
the credit of accountants that they have con- 
sistently proved equal to the demands of the 
various entities that need their services. In 
view of the determination of accountants of 
the Far East to elevate their already high 
professional and ethical standards, there is 
every reason to believe that they will con- 
tinue to render valuable assistance to society 
and to enjoy the confidence that they so 
richly deserve.” 


The Chairman of the Conference Com- 
mittee, Mr. Eduardo M. Villanueva, said: 

“Through conferences of this nature, we 
can collectively resolve our common problems 
and promote better relationships among our- 
selves and our respective countries. We have 
high hopes that with the concerted efforts 
exerted in this conference, much can be accom- 
plished towards that end. May this occasion 
mark the beginning of a series of meetings 
among our organisations.” 


At the final conference session it was 
decided that conferences of the nature 
so successfully planned and carried out 
by the Philippine Institute of Accountants 
be held at regular intervals and that the 
next one be held in Australia in 1960. 


Accountancy organisations and author- 
ities from fifteen countries were. repre- 
sented at the first conference. It is hoped 
that all these countries, together with 
other countries in the area, will be rep- 
resented at the convention to be held in 
Melbourne next year. Invitations to do 
so have been extended and acceptances 
so far received ensure that the spirit of 
co-operation and goodwill engendered 
at the first conference will be carried 
over to the convention in Australia. 
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TECHNICAL PROGRAMME 


There will be four technical sessions 
at the convention. The topic of each 
session will be divided into three or four 
parts, covering different aspects of the 
topic. The papers will be presented in 
each part, and each participating body 
is being invited to sponsor the prepara- 
tion of at least one paper. In this way, 
each topic can be adequately covered 
and, with a wide representation, will en- 
able the presentation of different view- 
points. All papers will be printed and 
distributed in advance of the convention. 
To enable this to be done, participating 
bodies are reminded that copies of papers 
will be required by 30 September, 1959. 


Papers will not be read at the technical 
sessions of the convention. A rappor- 
teur will present a summary of the papers 
at each session and conduct a panel dis- 
cussion among the authors. This intro- 
ductory discussion is intended to bring 
out various points of view and unresolved 
problems as a basis for general discus- 
sion. Following the panel discussion, each 


topic will be open for general discussion 
by all present. 


Papers for Discussion at Technical 
Sessions 


Accounting Methods 


(a) Hand methods 

(b) Machine methods 

(c) Punched card and electronic data 
processing 


Financial Planning and Control. 


(a) Long and short range planning 
(b) Control through accounting 
(c) Control of investments in inventories 


The Accountant and Pricing Policy 

(a) Bases of pricing policies 

(b) Relationships between cost, 
volume and profit 

(c) The accountant’s contribution to pric- 
ing policy 


Accounting and Auditing Standards 


(a) Development of accounting standards 
and principles 

(b) Development of auditing standards 

(c) Development of standards for govern- 
ment accounting and auditing 

(d) Problems of achieving national and 
international acceptance of account- 
ing and auditing standards. 


price, 
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The technical sessions of the conven- 
tion will be held in the well-equipped 
Wilson Hall in the University of Mel- 
bourne. 


SOCIAL AND OTHER EVENTS 


Details of an attractive programme of 
hospitality, entertainment and visits to 
places of interest are being finalised. Par- 
ticulars of these will be supplied later. 


LANGUAGE 


English will again be the official lan- 
guage of the convention and all papers 
will be printed accordingly. 


ORGANISATION 


Committees representative of the Aus- 
tralian Society of Accountants and of the 
Institute of Chartered Accountants in 
Australia have been appointed to organise 
the convention. Mr. J. W. Peden, Presi- 
dent of the Institute, has been appointed 
President of the convention. 


The Executive Committee comprises 
Messrs. O. H. Paton (chairman), G. E. 
Fitzgerald, K. N. Stonier and G. C. 
Tootell, all of whom are familiar with 
accounting developments in Asian and 
Pacific countries. 


The Secretariat, of which Mr. C. W. 
Andersen is General Secretary, is located 
at 37 Queen Street, Melbourne. 


REGISTRATION 


Although the convention is still nine 
months away it has aroused considerable 
interest already in the countries which 
participated in the Philippines conference. 
The convention date — April 4 to 7, 
1960—should be noted by members so 
that they can plan their affairs to enable 
them to be present. In due course com- 
plete details of the topics for discussion 
at the convention will be announced and 
registration forms made available. 





Income Tax Law Relating to Leases 


(No. 4) 


By D. C. WILKINS, B.COM., A.AS.A. 


The final article in this series covers the provisions of the Income 
Tax Assessment Act relating to the assignment or surrender of a 
lease, or the disposal of goodwill or a licence. 


LEASE PREMIUMS 


Section 85 (1) and (3) provide that 
on the assignment or surrender by a tax- 
payer of a lease, any amount paid by 
him to acquire the lease, to the extent 
that it has not previously been allowed or 
allowable as a deduction, shall be allowed 
in the year in which the assignment or 
surrender takes place. 


In the normal case, therefore, the les- 
see who paid a premium on the grant or 
assignment to him of a lease and who 
has been obtaining amortisation allow- 
ances spread over the term of the lease 
may obtain a deduction of the unre- 
couped premium in the year in which he 
assigns or surrenders the lease. This 
allowance of the unrecouped premium is 
granted whether or not he receives any 
premium in relation to his assignment or 
surrender. 


An example of this allowance is as 
follows: 


Lease granted 1 January, 1956 for five years 
Premium paid, £1,500 
Lease assigned 1 July, 1957; premium re- 
ceived on assignment, £1,250 
Year ended 30 June, 1958. 
Assessable income (s. 84) 
Deduction (s. 85) £1,500 
Less recouped: 
1% years at £300 p.a. 450 1,050 


£1,250 


Net premium £200 


It will be observed that the deduction 
allowable under Section 85 (1) is the 
amount paid to acquire “the lease”. Dur- 
ing the term of the lease originally ac- 
quired, however, a new lease may be 
substituted for the existing lease. In 
that case, the new lease, if subsequently 
assigned or surrendered, is not “the 
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lease” in respect of which the unrecouped 
premium is to be allowed under Section 
85 (1). This situation is usually taken 
care of by Section 85 (7), the effect of 
which is explained later in this article. 


Section 85 (1) also provides for the 
allowance of a deduction, on the assign- 
ment or surrender of a lease, of an 
amount paid to obtain the assent of the 
lessor to the assignment or surrender. 
This amount is assessable to the lessor, 
as it is included in the definition of “pre- 
mium” in Section 83, and the lessor’s 
taxable income would be subject to the 
application of Section 86 by which, as 
explained earlier in this series, the rate 
of tax is that appropriate to a notional 
income. 

An example follows: 

X grants a lease to Y on:1 January 1957 
Premium paid by Y, £3,200. Term of lease, 
8 years. Y assigns lease to Z on 1 July 1958, 
and pays £250 to X for his assent to the 
assignment. Y’s return—year ended 30 June, 
1959: 

Premium paid to obtain lease £3,200 

Less deductions allowed (s.88 ) 

1% years at £400 p.a. 600 


2,600 
Amount paid to X for assent to 


assignment 250 


Allowable deduction (s.85) £2,850 

Where the lease is of indefinite dura- 
tion and no election had been made by 
the person paying the premium that the 
period of the lease unexpired at the date 
the premium was paid should be deemed 
to be two years (Section 88 (5) ) the de- 
duction to be allowed on the assignment 
or surrender of the lease is the amount 
of the premium originally paid, because 
no part of it will have been previously 
allowed. 
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GOODWILL: 


Where there is a grant, assignment or 
surrender of a lease by a taxpayer who 
disposes of goodwill or a licence in re- 
spect of a business carried on upon the 
leased land, he is entitled, by the opera- 
tion of Section 85 (2), to a deduction of 
any unrecouped premium paid to acquire 
that goodwill. 


The important feature to be observed 
in this connection is the fact that it is 
an unrecouped “premium” for the good- 
will that is allowed as a deduction. 


Prior to 1952, many payments for 
goodwill associated with a business car- 
ried on upon leased land were treated as 
a “premium” because they were regarded 
as “local” rather than “personal” good- 
will. Since 1952, as indicated earlier in 
this series, such payments for goodwill 
are not treated as a lease premium unless 
the parties agree in writing that they 
should be so treated, and notify the Com- 
missioner accordingly. 


Thus where the goodwill of a business 
carried on upon the leased land is dis- 
posed of the question whether the con- 
sideration for the goodwill is to be 
assessed to the transferor, and allowed 
as a deduction to the transferee, will de- 
pend upon the fulfilment of the condi- 
tions mentioned in the previous para- 
waph. Whether the transferor of the 
soodwill is to receive a tax allowance for 
the original payment he made for the 
goodwill will in turn depend upon whether 
uch original payment was a “premium”, 
the unrecouped amount of which is allow- 
able under Section 85 (2) and (3). 


IMPROVEMENTS: 


On the assignment or surrender of a 

kase, Section 85 (1) and (3) provide 
for the allowance as a deduction of 
amounts paid “in effecting improvements 
upon land which is the subject of the 
lease”, less any amounts in respect of 
those improvements which have previ- 
ously been allowed as a deduction. 


In a previous article in this series, de- 
ductions allowable for expenditure on 
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“covenanted” leasehold improvements 
were discussed. The cost of such im- 
provements is allowed over the period 
of the lease unexpired at the date when 
the expenditure was incurred. 


The deductions for unrecouped ex- 
penditure on leasehold improvements as 
provided by Section 85 are not confined 
to improvements which fulfil the condi- 
tions set out in Section 88 (2) (‘“‘cove- 
nanted improvements”) but are allowed 
for all amounts paid in effecting improve- 
ments upon land which is the subject of 
the lease. 


Therefore, if the lease is assigned or 
surrendered, a deduction is allowed for— 


(i) expenditure on “covenanted” im- 
provements, to the extent to which the 
cost has not been allowed or allowable 
under Section 88. 

(ii) expenditure on “uncovenanted” im- 
provements. 


This is illustrated by an example. 

A carried on business on land leased for 
ten years from 1 January 1952. 

On 1 July 1954 A incurs expenditure on 
leasehold improvements, not subject to tenant 
rights, with the written consent of the lessor, 
amounting to £3,750. 

On 1 January 1956 A spends £500 on im- 
provements which are “uncovenanted”. 

On 1 July 1958, A assigns the lease to B. 

Deductions allowable to A for year ended 
30 June, 1959: 

Cost of “covenanted” improvements 

Less allowances under s.88 (2) 

4 years at £500 p.a. 


£3,750 


2,000 


£1,750 


Cost of “uncovenanted” improve- 
ments 500 


£2,250 


Allowable—s.85 (1) & (3) 


If the lease is not assigned or surren- 
dered before its term expires, a deduction 
for the “uncovenanted” improvements is 
not allowable. Deductions for the cost 
of the “covenanted” improvements will 
have been allowed to the full extent of 
the expenditure over the term of the lease. 

Where the lease is of indefinite dura- 
tion, and it has not been deemed by the 
operation of Section 88 (5) to have an 
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unexpired period of two years from the 
date on which the expenditure on “cov- 
enanted” leasehold improvements was 
incurred, the deduction to be allowed 
under Section 85 (1) and (3) on assign- 
ment or surrender is the full amount of 
that expenditure, because no amortisa- 
tion allowances will have been appro- 
priate. In such a case, if the lease con- 
cludes without being assigned or surren- 
dered, no deduction for the “uncoven- 
anted improvements” can be obtained. 


GRANT OF A NEW LEASE: 


If a lease of land is surrendered, and 
a new lease granted from the date on 
which the surrender takes effect, the de- 
duction for unrecouped lease premiums 
and expenditure on leasehold improve- 
ments which would otherwise be allow- 
able under Section 85 (1) and (3) is 
deemed to be a premium paid by the 
lessee in respect of the new lease (Sec- 
tion 85 (7)). 


For example: 

A has a lease of land for ten years from 
1 July 1952. He paid a premium of £5,000 
when the lease was granted to him. 


“Covenanted improvements” at a cost of 
£2,100 were made on 1 July 1955. 

“Uncovenanted improvements” at a_ cost 
of £500 were made on 1 July, 1957. 

The lease was surrendered on 1 July 1959, 
and a new lease for five years was granted 
from that date. 

Premium paid 1 July 1952 
Less amortisation  allow- 


ances to 1 July 1959— 
7 years at £500 p.a. 3,500 1,500 


£5,000 


“Covenanted improve- 
ments” 1 July, 1955 
Less amortisation allow- 


ances to 1 July 1959— 
—4 years at £300 p.a. 


2,100 


“Uncovenanted improve- 


ments” 


Amount otherwise allow- 
able under s.85 (1) and 
(3), deemed to be a pre- 
mium in respect of the 
new lease 
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The amount of £2,900 will then be 
allowable over the term of five years 
from 1 July 1959—Section 88 (1). 


GRANT OF SUB-LEASE: 


Special considerations apply when a 
taxpayer who receives a premium on 
the grant of a sub-lease has paid ap 
amount to acquire the lease of the pre- 
mises which he has sub-let. 


In such circumstances, Section 85A 
provides that the person granting the sub- 
lease shall be entitled to a deduction, in 
the year the premium on the sub-lease 
is received, of the total of the amortisa- 
tion allowances to which he would have 
been entitled, in respect of the premium 
originally paid by him, during the period 
of the sub-lease. This may be made 
clearer by an example: 


On 1 July 1952, A paid a premium of 
£10,000 for a ten-year lease of business pre- 
mises. 

On 1 July 1955 A grants a sub-lease of the 
premises for four years to B receiving a pre- 
mium of £5,000. 

Years ended 30 June 1953 to 30 June 1955: 
A receives amortisation allowance in respect 
of £10,000 premium paid at £1,000 p.a. 
Year ended 30 June, 1956: 

A receives premium of £5,000 

Deduction allowable under s.85A 

—Amortisation allowances in re- 
spect of original premium of 
£10,000 for period of the sub- 
lease—4 years at £1,000 p.a. 4,000 


£1,000 

Years ended 30 June 1957 to 30 June 1959: 
No amortisation allowances relating to the 
original premium of £10,000 

Years ended 30 June 1960 to 30 June 1962: 
Amortisation allowances of £1,000 p.a. 


Net premium 


MINING LEASES: 


Section 88B provides, broadly, that 
the grant or assignment of a mining lease 
or a lease of land for mining purposés, 
the disposal of goodwill or a licence relat- 
ing to a business carried on upon such 
land, and the assignment or surrender of 
a mining lease are not covered by the 
lease provisions of the Act unless the 
parties to the grant assignment or SuI- 
render elect otherwise. The election 
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which has the effect of bringing such 
transactions within the scope of Division 
4, has to be made in writing by the parties 
and lodged with the Commissioner (Sec- 
tion 88B (5)). 


Exclusion of Operation of 

Division 4 

It is provided by Section 89 that Divi- 
sion 4 (the lease provisions of the Act) 
shall not apply to a lease from the Com- 
monwealth or a State, being a lease 
granted in perpetuity or for a term not 
less than ninety-nine years, and also shall 
not apply to a lease with a right of pur- 
chase or a lease granted for the purpose 


of effecting improvements to be used for 
residential purposes only. 


Leases of business premises in the Aus- 
tralian Capital Territory which are 


granted by the Commonwealth for a 
period of ninety-nine years are therefore 
excluded from the operation of the lease 
provisions. 


CROWN LEASES: 


Generally speaking, the lease provi- 
sions of the Income Tax Assessment Act 
are not applicable to a lease from the 
Crown of land used for primary produc- 
tion (Section 88A). 


* 





* 
TAX PRACTICE 


During a particular year, a 
company’s income tax return 
disclosed a loss of £10,000. In- 
cluded in the deductions claim- 
ed was an amount of £5,000 
paid to the company’s general 
manager on his retirement, in 
consideration of his past ser- 
vices with the company. Is this 
payment allowable as a tax de- 
duction? 


Section 78 (1) (c) provides for 
the allowance of sums “which are 
not otherwise allowable deductions” 
and are paid as retiring allowances 
to persons who have been employees, 
to the extent that the Commissioner 
is satisfied that the amount is paid 
“in good faith in consideration for 
past services”. It would seem there- 
fore that the payment of £5,000 
should be allowable. 


However, by the operation of Sec- 
tion 78 (3), the deductions allow- 
able under Section 78 (1) (c) shall 
not exceed the amount of income 
remaining after deducting from the 
assessable income ail other allowable 





deductions (except losses of previous 
years and mining expenditure allow- 
able under Division 10). 


Thus, generally speaking, retiring 
allowances paid are not allowable 
under Section 78 (1) (c) in a “loss” 
year. 

Under the circumstances, the only 
possible avenue for relief is a claim 
by the company that the payment 
of £5,000 made to the retiring gen- 
eral manager should be allowed as 
a deduction under Section 51, on the 
ground that it was made in the future 
interests of the business. It has then 
to be established, as Rich J. said in 
Union Trustee Co. Ltd. v. Federal 
Commissioner of Taxation (1935) 
53 C.L.R. at p. 269: “there must be 
a connexion between the purpose of 
the payment and the further pursuit 
of gain”. 

It should be mentioned that the 
order in which the sections of the 
Act have been considered is not 
strictly correct. “Sums which are 
not otherwise allowable deductions” 
implies the application of Section 51 
first. 





% 
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Contributions to Superannuation Funds 


By C. MONTAGUE ORR, B.Ec., F.A.S.A. 


HE application of the Income Tax 
Assessment Act, to contributions 
made to funds providing retirement bene- 
fits for employees or their dependants 
is set out in the first part of this series. 
A subsequent part will provide a detailed 
examination of Board of Review deci- 
sicns in relation to contributions in excess 
of the “statutory maximum”. 


Sections 66 and 79 of the Income Tax 
Assessment Act are concerned with the 
allowance of deductions for contributions 
to a fund providing individual personal 
benefits, pensions or retiring allowances 
to employees or dependants of employ- 
ees, where the rights of the employees or 
dependants to receive the benefits, etc., 
are fully secured. 

There is no stipulation under either 
section that the taxpayer making the 
contribution must be a resident. In both 
Section 66 and Section 77, a director of 
a company shall be deemed to be an em- 
ployee of the company. 


Examples of contributions to funds, 
covered by Section 79, would be those 
made by a holding or subsidiary company 
for employees of associated companies 
(whether parents or other subsidiaries ) 
or by a benefactor who in his personal 
capacity wishes to make secure the retir- 
ing years of a valued employee of his own 
company or of a charitable organisation 
or a school. 

J. M. Greenwood in Business Review 
of March, 1958, (p.46) suggests that 
a wife could contribute to a superannua- 
tion fund and claim up to £200 or 5% 
of his total remuneration in addition to 
the £300 allowable under Section 82H 
for such payments or for life assurance, 
etc. (The deduction under Section 79, 
would of course be limited to the amount 
of her net income). He continues, “Sec- 
tion 82 provides that where in respect of 
any amount, a deduction would otherwise 
be allowable under more than one sec- 
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tion, the deduction shall be allowable 
only under that provision which in the 
opinion of the Commissioner is most 
appropriate. Should a wife contribute 
£300 to a superannuation fund for the 
benefit of her husband (or his depend- 
ants) and claim it under Section 82H 
and a further £200 to the same fund and 
claim it under Section 79, it would be 
difficult for the Commissioner to contend 
that the second payment was allowable 
under more than one provision of the 
Act when the first payment fully absorbed 
the deduction allowable under Section 
82H”. 


Shareholders of Private Companies 


The Commissioner has power to de- 
termine and to exclude from the contri- 
butions paid by a private company 
that part of the contribution in re- 
spect of a member which in the 
opinion of the Commissioner would 
not have been set aside if the member 
had not been a shareholder. This briefly 
is the effect of Section 66 (2) (c) and 
Section 79 (2) (c). More specifically, 
the earlier section refers to a person who 
is during any part of the year of income 
both an employee and a shareholder of 
the private company, and the later sec- 
tion refers to one who during any par 
of the income year is a shareholder (but 
not an employee of) the private con- 
pany. 

In administering this sub-section, it 
appears that the Commissioner does not 
now exercise his discretion to the disad- 
vantage of the taxpayer merely because 
the scale of contribution or retirement 
benefit appears to show discrimination i 
favour of a shareholder/employee by 
comparison with an ordinary employee. 
Relevant considerations are the hours 
worked, the responsibilities carried and 
the nature of the duties performed. 


In 5 C.T.B.R., (N.S.) Case 10, the 
Board gave these reasons for allowing 
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taxpayer’s objection:—the shareholder/ 
employees devoted their full time to the 
company; the company’s policy was to 
make higher contributions in respect of 
its more highly paid employees; the ulti- 
mate benefit in respect of each member 
was between 14% and 2% years’ salary 
according to the age of the member; and 
the company paid a high rate of dividend, 
the instance quoted being 362.5% on 
16/12/49. 


In practice, the Commissioner does 
not appear to apply the sub-section where 


a shareholder is employed full-time in the 
service of only one company even where 
the only members of the fund are work- 
ing directors, i.e., no ordinary employees 
are admitted. It is recognised that many 
private companies are small, that the 
number of non-shareholder employees is 
small, and that most of the responsibility 
and work fall on the shoulders of the 
few employee/shareholders who are in 
the majority of cases, directors. I think 
it will be found that such members of 
funds are allowed the maximum of £200 
or 5%. 





Comparison of Section 


The principal differences between the 
two sections, as amended in 1952, are 
summarised below: — 


Section 66 Section 79 


|. Requires the tax- 1. Does not require 
payer making the con-_ the contributor to be 
tribution to be anem- an_ employer. The 
ployer (in this case contributor / taxpayer 
the employer of the may even be the wife 
employees who are of the person on 
members of the fund) whose behalf she is 

making the contribu- 


66 and Section 79 


paid by say two 
subsidiaries of a 
parent company un- 
der Section 66, it 
appears that a mem- 
ber could be covered 
by a contribution un- 
der Section 79 made 
by the parent com- 
pany and based on 
the total remunera- 
tion of the member 
from all sources. 


2. Refers to  contri- 
butions made for, or 
for dependants of, 
employees of taxpay- 
er. 


3. Excludes members 
who are not engaged 
in producing the as- 
sessable income of the 
taxpayer. 


4. Does not limit the 
deduction of contri- 
butions to those in 
respect of resident 
employees of taxpay- 
t—they may be non- 
residents when contri- 
butions are being 
made or when bene- 
fits are paid. 


5. Limits the deduc- 
tion to £200 or to 5% 
of the employee’s re- 
muneration for the 
preceding income 
year from the contri- 
buting employer. 


tions. 

2. Refers to contribu- 
tions made for, or for 
dependants of, em- 
ployees of a person or 
persons other than 
taxpayer. 

3. Excludes persons 
(members of the 
fund) who are not 
engaged in the busi- 
ness of any person or 
persons. 

4. Limits the deduc- 
tion to contributions 
made in respect of a 
person who is a resi- 
dent at the time the 
contribution is made 
but he may be a non- 
resident or resident at 
the time the benefit is 
paid. 

5. The deduction is 
limited to £200 or 5% 
of the remuneration 
paid to the employee, 
i.e., from any number 
of employers. So, in 
addition to benefits 
from contributions 
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6. Allows deduction 
of contributions even 
if taxpayer incurs a 
loss. In other words, 
the deduction under 
Section 66 may be 
carried forward as 
part of a loss allow- 
able under Section 
80. 


7. For the Commis- 
sioner to be able to 
exercise his discretion 
under Section 66 (2) 
(c) the member of 
the fund must have 
been at any time dur- 
ing the income year 
both an employee and 
shareholder of the 
taxpayer company. It 
follows that the Com- 
missioner could not 
exercise his discretion 
if the person was a 
shareholder in _ say 
July and August, then 
sold his shares and 
became an employee 
and member of the 
fund in September. 


6. Allows deduction 
of contributions to the 
extent only of tax- 
payer’s net income— 
this being consistent 
with the conditions 
laid down for other 
types of gifts. 


7. The Commission- 
er’s discretion is exer- 
cisable in respect of a 
member of a_ fund 
who was a sharehold- 
er of the taxpayer 
company at any time 
during the year of in- 
come. 





The application of the Commissioner’s 
discretion under Section 66 (2) (c) or 
Section 79 (2) (c) is, partly engaged in 
working for the company which operates 
the fund or he is a member of more than 
one fund, especially if the funds are run 
by associated companies. Where asso- 
ciated companies contribute to funds in 
respect of one employee, the Commis- 
sioner aggregates the contributions and 
determines what is regarded as a reason- 
able allowance and this is apportioned to 
the companies concerned. However, the 
Commissioner has no power to limit the 
number of companies which contribute to 
a fund in respect of one employee, but 
if the total contribution is not considered 
reasonable, he would surely have regard 
to that fact, in making a determination 
under Section 66 (2) (c) and Section 
79 (2) (c), i.e. in respect of companies 
in which shares are held. 


Generally speaking, the decision is in 
favour of the shareholder/employee if 
the scale of contribution in his case is 
in the same ratio to wages as non-share- 


holder employees. 


In 6 C.T.B.R. (N.S.) Case 19 the 
Board ruled in favour of a private com- 
pany whose shareholder/director worked 
only half-time in the company’s business. 
The Commissioner had allowed only 
£100 but the Board allowed the maxi- 
mum of £200, and expressed itself as 
being influenced by (a) the provision of 
an allowance up to £200 in respect of any 
non-shareholder employee; (b) the fact 
that the shareholder/director did not con- 
trol the company; (c) the shareholders, 
including the relevant director, received 
an adequate return on their capital, even 
if the undistributed profits be regarded as 
part of capital and (d) no shareholder 
other than the aforesaid director, “B” 
and his full-time colleague “A”, benefited 
under the superannuation scheme, nor 
received any amount as _ shareholders 
comparable with the amount of the pro- 
vision for shareholder/directors. The 
Board considered that in these circum- 
stances it could not be held that solely 
because “B” was a shareholder, the com- 
pany provided the disallowed £100 as a 
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superannuation benefit for him. They 
concluded that the full amount of £200 
was set apart for “B” only because of 
the services rendered by him to the 
company. 

It is possible to have a superannuation 
fund for only one employee—even a 
director/employee—but there might be 
some difficulty where the employee has 
a controlling interest in the taxpayer- 
company. 


Special Circumstances 


Sub-section (3) (c) in both Section 
66 and Section 79 states that the sum 
which is an allowable deduction under 
the sections shall be the amount remain- 
ing after deducting from the sum set 
apart, the amounts determined by the 
Commissioner under sub-sections 2 (b) 
(contributions excluded for various reas- 
ons) and 2 (c) (shareholders of private 
companies). Sub-section (4) in each 
section reads: — 


“Where the provisions of paragraph (c) 
of the last. preceding sub-section result 
in a reduction of the amount otherwise 
allowable as a deduction under the fore- 
going provisions of this section, and the 
Commissioner is of opinion that the 
special circumstances of the case warrant 
the allowance of a higher amount as a 
deduction, the Commission shall allow asa 
deduction such higher amount (not ex- 
ceeding the amount which would have 
been allowable if that paragraph did not 
apply) as he considers to be reasonable.” 
In practice this discretion appears to 
be exercised in those cases where, owing 
to the number of years of prospective 
service before retirement, it is not pos- 
sible to build up a reasonable retiring 
allowance with the maximum of £200 
p.a. or 5% of the previous year’s remun- 
eration. 


All such cases are referred to Canberra 
and there have been some interesting de- 
cisions of the Boards of Review when 
dealing with objections against the Com- 
missioner’s rulings. A study of these 
cases will give a good idea of the prin- 
ciples on which the various Boards and 
the Commissioner depend when deter- 
mining whether proposed benefits and 
therefore taxpayers’ contributions are 
reasonable. 
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The fact that these cases are becoming 
fewer suggests that an increasing number 
of taxpayers or their representatives are 
now taking the sensible precaution of 
obtaining an opinion from the Commis- 
sioner, and if necessary discussing it with 
his senior officers, before a superannua- 
tion or pension scheme commences to 
operate. From every point of view, it 
is desirable to know to what extent tax- 
payers’ contributions will be allowable 
deductions before the commencement of 
the fund. 

To support a claim for the exercise of 
the Commissioner’s discretion, it is neces- 
sary to furnish certain information either 
before or at the time of lodging the 
annual return. This is listed on page 3 
of the “C” form of return as follows: 


(a) the name of each employee in respect 
of whom the permissible maximum is 
exceeded and his position with the 
company; 

(b) the remuneration of each such em- 
ployee for the year of income and for 
the preceding year; 

(c) number of years of service of each 
employee with the company; 

(d) the amount of the contribution in 
respect of each such employee; 

(e) the excess over the permissible sum; 

(f) the annual amount which will be 
contributed in future on his behalf by 
the taxpayer; 

(g) the age of each employee as at 30 
June of the relevant income year and 
the anticipated date of his retirement: 

(h) the total benefit payable from the 
fund to the employee on his retirement 
and, if practicable, show separately the 
respective benefits attributable to the 
employer’s and employee’s_ contribu- 
tions; 

(i) the reasons why it is considered that 
the full amount should be allowed. 

Note: If the permissible maximum is not 
exceeded in respect of any employee, 
advice to that effect should accompany 
the return. 


If the taxpayer is a private company, 
additional information is requested in 
the following terms:— 

(a) The respective interests including a 
life or other absolute interest in the 
capital of the company held by em- 
ployees or directors for whom benefits 
will be provided by the fund. 
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(b) The amount contributed or to be 
contributed on behalf of each employee 
or director who is a shareholder. If 
the company has not contributed on 
behalf of any employee or director who 
is a shareholder, advice to that. effect 
should accompany return. 


(c) Whether each employee or director 
who is also a shareholder— ~ 


(i) is employed full time in the business; 
if not, to what extent; 


(ii) benefits from funds of associated 
companies, and, if so, the names and 
addresses of such companies and details 
of the benefits provided. 


To complete the requirements a copy 
of the trust deed, rules and regulations 
and other relevant documents pertaining 
to the establishment of the fund must be 
submitted. 


It will be noted that complete lists of 
members of the fund are not asked for 
either initially or annually with the return 
but where alterations take effect which 
might affect a determination or the exer- 
cise of the discretion on the part of the 
Commissioner, the provisions of the Act 
regarding “full and true disclosure” 
should be borne in mind. 


Other information which it is suggested 
might assist the Commissioner in forming 
an opinion, and which in any case would 
be useful to the taxpayer’s representative 
during possible discussions, should be on 
the following lines: 

History of business stressing any parti- 

cular phase of development applicable 

to employee; 

Net profits and dividends compared 

with paid-up capital, also a similar 

comparison with total capital and other 
shareholders’ funds; 

Number of employees—and classifica- 

tions invited to participate in the fund 

and the number excluded for stated 
reasons; 

Special duties of employees for whom 

special consideration is sought; 

Dates of birth and of commencement 

of service; 

Contributions already made by tax- 
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payer whether ceasing or continuing to 
any other fund; 

Whether full-time employee, also 
whether he works more than the nor- 
mal hours; 

Number and paid-up value of shares 
in company; 


Evidence of specialised knowledge, 
technical skill or responsibilities; 
The amount of allowance sought. 


Remuneration should include bonuses, 
commissions and other incentive pay- 
ments also director’s fees. 





Notes on Selected Tax Cases 


MEDICAL EXPENSES: 


The Board of Review decided 
that a parent was not a “dependant” 
for the purpose of the allowance 
of medical expenses, because no 
deduction was allowable under Sec- 
tion 82C of the Income Tax Assess- 
ment Act. 


The taxpayer contributed to the main- 
tenance of his mother, who received an 
age pension of £204 per annum. In the 
year concerned, he paid medical expenses 
amounting to £131 resulting from his 
mother’s illness, and claimed this amount 
as a deduction, on the ground that his 
mother was a “dependant”. 


Section 82F defines a “dependant” as 
including a person in respect of whom a 
taxpayer is entitled to a deduction under 
Section 82C. This latter section states 
that where a taxpayer contributes to the 
maintenance of a parent, a concessional 
deduction will be allowable of £130, less 
the amount of the separate net income of 
the parent for the year of income. 


The separate net income of the tax- 
payer’s mother was the amount of the 
pension, so that no deduction under Sec- 
tion 82C was allowable. 


The taxpayer claimed, however, that 
his mother was a “dependant” because 
he contributed to her maintenance, and 
he therefore was “entitled to a deduction” 
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in terms of Section 82C, such deduction 
otherwise allowable being cancelled be- 
cause of the amount of his mother’s sep- 
arate net income. 


The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 11 summarily disposed of 
the taxpayer’s claim. It was stated that 
Section 82C must be read as a whole, 
that although the taxpayer contributed to 
the maintenance of his mother, he was 
not entitled to a deduction because of 
the operation of Section 82C (3) which 
reduced the amount “otherwise allow- 
able” by the amount of her separate net 
income. The medical expenses paid were 
accordingly not allowable. 


TRUST FOR UNMARRIED SON 


The application by the Commis- 
sioner of Section 102 of the Income 
Tax Assessment Act was confirmed 
by the Board of Review. 


Section 102 (1) provides that “where 
a person has created a trust in respect of 
any income or property (including 
money) and . . . income is, under that 
trust in the year of income payable to 
or accumulated for or applicable for the 
benefit of a child or children of that 
person who is under the age of twenty-one 
years and unmarried” the Commissioner 
may assess the trustee in accordance 
with the terms of the section. 
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The application of the section is not 
mandatory, but discretionary. Should 
the Commissioner decide to assess the 
trustee under the section, the effect of 
its application is to make the trustee 
liable to pay the amount of tax which 
would have been payable by the person 
who created the trust if he had actually 
received the amount “payable to or 
accumulated for or applicable for the 
benefit of” the unmarried minor under 
the trust. 


Should Section 102 be applied, the 
income tax advantages which might ac- 
crue from a disposition of property under 
a trust for the benefit of a taxpayer’s own 
unmarried infant children are cancelled. 


In the case of Hobbs v. Federal Com- 
missioner of Taxation, 6 A.I.T.R. 490 
it was held that in the particular circum- 
stances, the infant beneficiary was only 
contingently entitled to the trust pro- 
perty, that it could not be stated with 
certainty that the accumulation was for 


a particular child or that the income was 
applicable for the benefit of that child. 
This case was discussed in the May 1958 
issue of The Australian Accountant. 


The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 12, considered an attempt 
to rely upon the decision in Hobbs’ case, 
in order to exclude a trust from the opera- 
tion of Section 102. 


The taxpayer executed a deed of trust, 
in which he declared that he purchased 
certain shares as trustee for his infant 
son, that the shares and dividends accru- 
ing thereon were held upon trust for 
his son, such shares to be transferred to 
his son when he attained the age of 25 
years. The deed of trust permitted the 
taxpayer to borrow in order to pay for 
the shares, to apply dividends in repay- 
ment of the loans and interest on such 
loans, and to apply dividends at his dis- 
cretion towards the education, benefit 
and advancement of his son. 


The Commissioner assessed the tax- 
payer (as trustee) in accordance with 
Section 102. 
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The taxpayer’s representative, at the 
Board hearing, claimed that the income 
from the shares the subject of the trust 
was not “payable to or accumulated for 
or applicable for the benefit of” the infant 
child, as the interest of the beneficiary 
under the trust was not vested, but was 
contingent upon the child attaining the 
age of twenty-five years. A further sub- 
mission by counsel for the taxpayer was 
not admitted by the Board, as it was 
regarded as not covered by the grounds 
of objection. 


The Board considered that the tax- 
payer’s infant son took an immediate 
vested interest in the trust property under 
the deed. As the shares and dividends 
were by the terms of the deed held in 
trust for the son, there was an outright 
gift, subject however to a limitation which 
postponed the transfer of the corpus to 
a specified future date, the attainment 
by the son of the age of twenty-five years. 


The conclusion reached by the Board 
was influenced by the fact that although 
the transfer of the trust property was 
not to be made until the child was twenty- 
five years of age, there was no provision 
for any “gift over” should the son not 
attain the age of twenty-five years. 


It was held therefore that the decision 
in Hobbs’ case, which applied only where 
the beneficiary took a contingent interest 
in the trust property, did not apply, and 
the Commissioner’s application of Section 
102 was therefore confirmed. 


UNIVERSITY FEES PAID BY 
COMMONWEALTH 


The effect of the payment by the 
Commonwealth of university fees 
on the concessional deduction other- 
wise allowable for a student child 
has been considered for the second 
time by a Board of Review, and a 
different conclusion reached. 


Section 82B of the Income Tax Assess- 
ment Act provides for the allowance of 
concessional deductions for dependants 
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who are residents, including a “student 
child” who is defined as a child over the 
age of 16 years and under the age of 
21 years who is receiving full time 
education at a school, college or uni- 
versity. 


The allowance for a student child is 
reduced “by the value of any assistance 
(consisting of money, accomodation or 
sustenance) provided by the Common- 
wealth or a State, during the year of 
income, in connexion with the education 
of the child”, as provided by Section 
82B (3)(a). 


In two Board of Review cases, the 
question arose as to whether fees paid by 
the Commonwealth to the University on 
behalf of a child who had been awarded 
a Commonwealth scholarship represented 
“assistance (consisting of money, ac- 
commodation or sustenance)” for the 
purposes of Section 82B (3)(a). 


The taxpayer, in each case, contributed 
to the maintenance of a student child 
who was receiving full-time education. 
The Commissioner reduced the conces- 
sional deduction otherwise allowable by 
the amount of the University fees paid 
by the Commonwealth. 


In 5 C.T.B.R. (N.S.) Case 21, (heard 
in 1954) the majority of Board of Review 
No. 1 decided that the fees paid on behalf 
of the student child represented assistance 
provided by the Commonwealth in con- 
nection with the education of the child, 
and so the concessional deduction was 
reduced accordingly. It was not agreed 
that “assistance” in this context, should 
cover only assistance for the purpose of 
maintenance, and not assistance in the 
form of the payment of fees. 


The minority view was expressed by 
the late Mr. A. C. Leslie, who pointed 
out that the provisions of Section 82B 
are concerned with the maintenance of 
the specified classes of dependants, and 
expressed the opinion that “every pro- 
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vision that takes away any part of the 
deduction granted would be a provision 
dealing with circumstances which would 
have the effect of diminishing the amount 
that the taxpayer would be likely to ex- 
pend in maintaining the dependant”. On 
that basis, he considered that the words 
“money, accommodation or sustenance” 
which are used to limit the word “assis- 
tance” in Section 82B (3)(a) should be 
construed as relating to the maintenance 
of the student child, and therefore the 
word “money” would mean money for 
the purpose of accommodation or sus- 
tenance. 


Recently, the problem came before 
Board of Review No. 2 in 8 C.T.BR 
(N.S.) Case 65. The Board informed 
the taxpayer that it was prepared to 
consider the whole question afresh, that 
it would not regard itself as being bound 
by the majority decision in Case 2] 
above. 


Without dissent, the Board agreed 
with the minority decision of the late 
Mr. A. C. Leslie, deciding that the fees 
paid by the Commonwealth to the Uni- 
versity did not represent “assistance” for 
the purposes of Section 82B (3) (a) and 
therefore that the concessional deduction 
for the student child should be allowed 
in full. 


It was agreed that assistance in the 
form of money was provided by the 
Commonwealth in connection with the 
education of the taxpayer’s child, but the 
money was not provided in the way of 
assistance with the maintenance of the 
student child. Further, the meaning 0! 
the word “money” should be gathered 
from the context, and being used in 
conjunction with accommodation and sus- 
tenance it should be interpreted as being 
money provided for such purposes, not 
money provided as fees or otherwise. 


The Commissioner has lodged notice 
of appeal to the High Court. 
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The Philippines — 
A Progress Survey 


RUIT of Filipino patriotism and 
American altruism and ripened by 
skilful statesmanship, the Philippine Re- 
public came into being on July 4, 1946, 
liberated voluntarily and peacefully from 
colonial status by the United States. 


The young republic emerged right 
after World War II suffering from heavy 
loss of lives and widespread devastation. 
Homes, schools, hospitals, factories, 
port facilities, roads and _ bridges, 
communication systems—nearly every- 
thing essential to economic life—had to 
be rebuilt before the nation could func- 
tion. 


With American aid the Philippines 
vigorously set out to revitalize its war- 
shattered economy. Gaining from asso- 
ciation with countries having advanced 
economic standards, a strong trend away 
from the traditional extractive-type eco- 
nomy became the main feature of the 
rapid national progress that ensued. The 
national income accounts for the last 
few years show that while all components 
of production have been going up, the 
relative importance of the extractive oc- 
cupations has been decreasing. Although 
the Philippines is mainly an agricultural 
country, between 1949 and 1957 agri- 
culture, livestock, fishing and forestry de- 
clined from 42.2 per cent. of the na- 
tonal income to 37.8 per cent. while 
manufacturing rose from 8.1 per cent. 
0 14 per cent. The distribution of 
the labor force is another indicator of 
the changing trends in Philippine eco- 
tomy. In 1939, 75.6 per cent. of the 
‘abor force were engaged in primary 
occupations and 24.4 per cent. in manu- 
acturing and other secondary and ter- 
lary Occupations. By 1956, the percent- 
‘ge of the labor force in primary occu- 
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For the Philippine Embassy in Sydney. 


7 HROUGH the operation of the 
Colombo Plan Australians have 
developed a much broader and 
greater interest in South and South- 
East Asia and this interest has been 
reciprocated by our Asian neighbours 
with mutually beneficial results. 


The Asian and Pacific Accounting 
Convention, to be held in Melbourne 
on April 4 to 7, 1960, can be 
expected to contribute towards 
cementing the friendly relationships 
which have been established between 
South and South-Eastern § Asian 
countries and Australia. To this end 
and to inform readers of “The Aust- 
ralian Accountant” of the economic 
and social conditions of the countries 
in the area, a series of articles on 
Asian countries will appear in the 
journal. 


It is appropriate that the first 
article in the series should deal with 
the Philippines, as the first confer- 
ence of accountancy organisations in 
Asian and Pacific countries, held in 
Manila in 1957, was sponsored by 
the Philippine Institute of Account- 
ants. 


* * 








pations had fallen to 58.5 per cent. while 
that in manufacturing and other second- 
ary and tertiary industries had risen to 
41.5 per cent. Among the nations in 
the ECAFE area, the Philippines has the 
third highest annual per capita income 
(U.S.$193.92 in 1957) being surpassed 
only by industrial Japan and by Malaya. 

The reconstruction of wartime dam- 
age, the readjustment of the structure of 
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its trade and the establishment, develop- 
ment and diversification of industries 
were the main economic problems that 
faced the newly independent country. 
By 1949-1950 the reconstruction period 
was largely over. The period of de- 
velopment and industrialisation soon fol- 
lowed. Termination of duty-free trade 
with the United States caused a re-ad- 
justment that necessitated a shift in pro- 
duction patterns not only in the export 
trade but in national production as a 
whole. Before the war, about a quarter 
of the national income was represented 
by agricultural exports while a few years 
after the war, although export values had 
risen considerably, the expansion of the 
whole economy diminished the relative 
position of exports, and they presently ac- 
count for only about a tenth of the na- 
tional income. The greater emphasis on 
diversification and self-sufficiency, the 
pressure of population growth, and the 
build-up of domestic purchasing power 
brought about a faster increase in food 
and domestic manufacturing production 
than in production for export. In fact, 


food production on the whole is keeping 
ahead of population growth. Govern- 
ment direction and assistance in the form 
of loans and organised expert guidance 
through various agencies like the Re- 
habilitation Finance Corporation and 
the Agricultural Credit and Co-operative 


Financing Administration contributed 
greatly to the expansion of the market 
sector of the economy. 


The export-import situation underwent 
a re-arrangement following the termina- 
tion of duty-free trade with the United 
States. Sugar, desiccated coconut, in- 
edible coconut oil, cigars, tobacco, pearl 
buttons and canned pineapple declined 
in relative importance as export commo- 
dities. On the other hand, the most 
vigorous post-war growth in the export 
sector was manifested by copra, logs and 
lumber, and base metals. A wider dis- 
tribution of Philippine trade accom- 
panied the re-arrangement and the trend 
has been towards increasing trade with 
neighboring Asian countries especially 
Japan and with north-western Europe. 
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There has recently been a strong move 
for increased trade with Australia. Major 
changes also occurred in foreign ex- 
change expenditures, especially since the 
advent of conscious direction of the 
economy towards the end of the post- 
war reconstruction period. The importa- 
tion of consumer goods decreased while 
capital goods and raw materials imports 
increased considerably. Items, like tour- 
ist expenditures, the outward payments 
for which have always exceeded the in- 
ward payments, were brought under ex- 
change controls in 1949. As of 1956, 
trade with the Far East (mainly Japan), 
the Latin-American area (Venezuela 
and Colombia), and the E.P.U. area 
(Denmark, Netherlands, Germany, etc.) 
showed a favorable balance while trade 
deficits were incurred with the United 
States, the sterling area and the Middle 
East. 


The monetary system of the Philip- 
pines—previously on the gold exchange 
standard and then on a dollar exchange 
standard—is now based on a fiduciary 
note issue under the control of the Cen- 
tral Bank of the Philippines established 
in 1949. The present system of managed 
currency has enabled the government to 
exercise a monetary policy designed to 
limit the influence of foreign interests 
and to respond to the needs of a de- 
veloping economy. Since 1952, rural 
banks have also developed with govern- 
ment aid and to-day there are over a 
hundred of them. 


The country’s pattern of production 
and distribution is greatly influenced by 
geography and climate. The productive 
area is fragmented into about 7,100 
islands, eleven of which account for 97% 
of the 114,830 square miles of land 
This places water and air transportation 
in a crucially important position in the 
economy for inter-island and _interna- 
tional haulage. It was for this reason 
that during the Magsaysay administra- 
tion the Philippine Air Lines intema- 
tional flights were stopped to augment 
local air services. There has also beet 
considerable increase in __ inter-island 
shipping in the last decade. Most of the 
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international shipping movement, how- 
ever, is still carried on by foreign ships. 
Within the various islands, transport is 
mainly by rail and road as, except in 
Luzon, there are few navigable rivers. 
The government has recently undertaken 
a progressive road building programme. 


Mountain ranges in almost all the 
large islands and along the east coast 
of the archipelago cause rainfall pat- 
terns that give rise to four types of cli- 
mate. This factor together with the soil 
types obtaining in various localities de- 
termine the distribution of agricultural 
production. The most important crops 
are rice and corn which form the main 
staple food; coconut which is mainly 
turned into copra (the Philippines 
handles one third of the world’s copra 
production); sugar cane; abaca which is 
the source of Manila hemp and rope; 
and tobacco. Less than 20 per cent. of 
the total land area is yet under culti- 
vation. Recent applications of mech- 
anised farming have shown great pro- 
mise especially in newly opened areas 
such as Mindanao. 


Logging which has become an im- 
portant domestic and export industry is 


country wide. Many cottage industries 
have flourished with government en- 
couragement. Organised secondary in- 
dustries, however, have been the out- 
standing feature of the present economic 
progress. Mining has considerably in- 
creased (by 55% from 1954-1957), the 
main products being gold, copper, chro- 
mite ore, iron ore, manganese, coal and 
quicksilver. Construction is now enter- 
ing the industrial and progressive phase, 
the re-building stage having been nearly 
completed. Hydro-electric plants, irriga- 
tion and power dams, industrial estab- 
lishments, new ports and air-ports and 
roads, railroads and bridges typify the 
present construction projects. Although 
capital was initially shy towards manu- 
facturing enterprises there is now a 
trend of growing confidence in them, 
especially in and around Manila and the 
major cities. The recent transfer of the 
seat of government from Manila to 
Quezon City has spurred industrial 
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growth in the latter. Now the Philippines 
has factories for the production of a wide 
variety of manufactured goods including 
building and construction materials, 
plastics, steel manufactures, textiles, 
cigars and cigarettes, electrical ap- 
pliances and accessories, chemical and 
pharmaceutical goods, fertilizers and a 
host of other products. There are also 
assembly plants for automobiles and 
trucks, shipyards and drydocks. Most 
of the products manufactured by these 
industries were previously imported from 
abroad constituting a big drain on the 
foreign exchange reserves. The industrial 
development of the Philippines is still 
far from being sufficient but Filipino 
capital is already playing an active and 
important role in manufacturing enter- 
prises which indeed is a healthy sign 
for the national economy. 


The 22,000,000 people of the Philip- 
pines are demographically a mixture in- 
cluding extreme racial types blended 
with Malay stock. Their racial ancestry 
includes Australoid, Negrito, Proto-Malay 
and Malay, Indonesian, Hindu, Arab, 
Chinese, Spanish and other Europeans 
and Americans. Culturally, the Philip- 
pines has come strongly under Spanish 
and American influence owing to coloni- 
sation by Spain for 300 years and sub- 
sequent rule by the United States for 
42 years. The Christian religion pre- 
dominates and there is great religious 
tolerance. The American influence is 
emphasised in the fields of education and 
business, and by the social behavior of 
the younger generation. Although Spain 
had sown the ideas of formal education, 
it was American influence that made the 
people really education conscious. After 
the war education-hungry youth flocked 
to schools, colleges and universities and 
for some time the standard of education 
had to be adjusted to the existing re- 
lation between the number of students 
and educational facilities. Fortunately 
the improving national economy and gov- 
ernment supervision assured a safe stan- 
dard of education. The rehabilitation and 
subsequent progress of the country de- 
manded the services of more and more 
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professional people and trained personnel 
and the various institutions of learning 
provided teachers, lawyers, doctors, en- 
gineers, chemists, social workers, etc. 


At present, the Philippines is entering 
a period of large scale mechanized farm- 
ing and industrialisation. There will soon 
be an‘ even greater need for technically 
trained personnel. The educational sys- 
tem of the country which includes seven- 
teen universities, numerous colleges and 
technical schools as well as private and 
public primary and secondary schools 
under government supervision is gearing 
to the likely demands of an industrial 
society: Special agricultural and trade 
schools: are turning out skilled workmen 
and technicians. In an effort to remedy 
the technological deficiency scholars are 
being sent abroad to study science and 
technology under private study or gov- 
ernment sponsored schemes of which the 
Colombo Plan is an example. The in- 
dustrial and advanced agricultural pro- 
gress of the country would be assured 
by ‘the’ presence of sufficient qualified 
and technical men. 


At present, the labor force is big but 
the greater proportion of it is unskilled 
and unemployment is a serious prob- 


lem since the need is for skilled 
labor. The government has tried to solve 
this problem partly by a rural adult 
education programme and by encourag- 
ing handicraft and cottage industries. 
Encouraging progress was revealed by the 
drop in unemployment from 12.8 per 
cent to 7.1 per cent of the labor force 
(numbering about nine million) between 
May, 1956 and October, 1957. The 
social implications of unemployment in 
the Philippines, however, would not be 
as grave as in the industrial countries 
of the West. The closely-knit Filipino 
family serves as an informal security 
system, where mutual assistance among 
relatives is the important feature. It is 
likely, however, that when the country 
progresses industrially a more modern 
and impersonal social security system 
(like that in Australia) would be evolved 
through the impulse of legislation. With 
dissidence (i.e:, the communist-inspired 
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Huk movement) successfully crushed and 
with the government maturing politically 
the economic progress of the country 
seems assured. 


The political structure of the Philip- 
pines is patterned very similarly after 
that of the United States. Highly com- 
petitive trade is a major aspect of the 
economy under this political system. The 
fields of trade, finance and industry 
have until recently been dominated by 
foreigners especially Chinese, Spaniards 
and Americans. There has been little 
centralisation of industry and trade ex- 
cept in those vital to the nation, e.g., 
finance and banking which is now under 
the control of the Central Bank. Cur- 
rently, however, economic nationalism 
is moving forward with rapid strides 
The Retail Trade Nationalisation Law 
is just an example of legislation inspired 
by the movement. A strong indicator 
of the trend towards industrialisation is 
the rise of the Filipino entrepreneurial 
class. 


Thirteen years ago, the Philippines 
started on a venture into freedom. Con- 
fronted with the ruins and havoc wrought 
by a cruel war, the country was con- 
fused and awed at the immensity of the 
challenge. The people, however, set 
out energetically and determinedly to 
solve the internal and international prob- 
lems that faced the young republic. In 
the struggle for survival, the Philippines 
had to cope with the communist Huk 
uprising, the bitter internal political 
strifes, the tottering structure of the 
national economy, and the threat of 
international communism. With help from 
the United States and encouragement 
from the free world bolstering native faith 
and hope, the nation gradually but stead- 
ily strengthened. Today, the Philip- 
pines has achieved confidence in_ its 
ability to survive, and stands proudly 
as a mature republic in the family of 
free nations.' 





‘Most of the material in this essay was 
taken from Economy written by Dr. Benito 
Legarda, Jr., for the Cultural Foundation of 
the Philippines. 
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Application of Discounted Cash Flow Techniques 
for the Determination of Contract Prices 


By I. D. FULLER, A.AS.A. 


The accountant in his modern role as 
financial adviser to management, fre- 
quently finds it necessary to consider, 
and even establish, the minimum selling 
prices for the company’s products in 
order to obtain a satisfactory margin of 
profit. Where the cost of the company’s 
goods or services is already known and 
the gross mark-up has been established 
by past experience, the procedure is 
usually simple; however, the problem 
can become relatively complex in those 
cases where the company is contemplat- 
ing large volume long-term contracts in- 
volving substantial additional working 
capital and the acquisition of further 
fixed assets to handle the new business, 
particularly where the term of the con- 
tract would be less than the economic 
life of the new capital facilities. 


This situation is virtually an invest- 
ment decision posing the question, “What 
selling price will give a return commen- 
surate with the company’s cost of capital 
and the degree of risk involved?” 


The discounted cash flow technique 
is already widely accepted as the only 
accurate method of calculating, from a 
given cash flow, the realistic return on 
capital employed. It follows that, if the 
required rate of return is decided in the 
first instance, the problem can be solved 
to determine the required cash flow and 
thus the selling price necessary to gene- 
rate such a cash flow in the time shape 
governed by the conditions of the pro- 
posed contract. It is not the purpose of 
this article to prove the validity of the 
discounted cash flow method as a 
guide to management in capital invest- 
ment problems as ample proof is avail- 
able in overseas publications, and fur- 
ther, the Society’s research group is cur- 
rently developing consideration of this 
subject. However, what may not be 
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generally appreciated is the ready appli- 
cation of the technique for the solution 
of price determination, and similar prob- 
lems, where the fixing of prices is not 
externally controlled. 


Taking a simple example to illustrate 
the principles involved, let us suppose 
that a company has the opportunity to 
tender for a three-year contract calling 
for the supply of 10,000 units of pro- 
duction per annum. Recognising that 
only true incremental costs and incre- 
mental earnings are relevant to any 
economic analysis, the following esti- 
mates are compiled by the functional 
departments concerned: 


Capital Employed: To perform the 
contract will necessitate the allocation of 
an extra £25,000 in working capital for 
inventories, credit terms, etc. In addi- 
tion, £50,000 must be invested in new 
plant and machinery; due to depreciation 
and obsolescence, it is considered that 
the value of the plant and machinery, 
to the company, on completion of the 
contract will be £20,000 (i.e., the real 
depreciation is estimated at £30,000 al- 
though this may be at considerable vari- 
ance with the depreciation provisions in 
the company’s books and the deductions 
allowed for income tax purposes). 


Incremental Costs: The cost of mate- 
rials is estimated at £5 per unit. Direct 
labour, plant operation and maintenance, 
distribution expenses and definite incre- 
mental overheads are estimated at £3 
per unit. 


Return on Capital Employed: The 
minimum acceptable return on capital 
employed is 15% per annum. 


Accepting the foregoing as the only 
relevant facts in the exercise, the ac- 
countant can calculate the minimum 
tender price as follows:— 





EXHIBIT 1.—Capital Employed: Working capital, £25,000; Fixed assets £50,000; Total, £75,000 


Gross Preceeds 
a) Volume of ib) Unit Selling (c) Proceeds of 
Sales Price Sales 
(Units) £'s £'s 


(a) x ‘b) 
10,000 
10,000 
10,000 


First year 
Second year 
Third year 


End of Contract Assets— 
Liquidation of working capital 


Depreciated value of fixed assets 


(d) Incremental (e) Net 


15% Discount 
Cost of Sales Proceeds (g) Amount (h) Totals 
at £8 Unit £’s (f) Pactor 2's 
£'s ‘e) — (d) (e) x (f) £'s 
(a) x £8 


80,000 
80,000 
80,000 


.8696 
.7561 
.6575 


2.2832 





.6575 
.6575 


25,000 
20,000 


TOTAL VALUE OF CASH FLOW MUST BE 





Step | 

Set up a skeleton discounted cash 
flow table as far as can be done from 
the estimates given and as illustrated in 
Exhibit 1. The present value of the 
cash flow (including the liquidation of 
working capital and estimated “salvage” 
value of the fixed assets), discounted at 
15% p.a., must equal the capital em- 
ployed —in this case, £75,000. The 
present value, at 15% discount, of the 
end-of-contract assets is £29,588 and by 
subtracting this figure from the capital 
employed, the present worth of the trad- 
ing cash-flow is revealed at £45,412. 


Step 2 

As the net proceeds from each year’s 
trading will be the same (there being no 
variation in the volume of sales or in- 
cremental costs) the net proceeds for 
one year, multiplied by the sum of the 
discount factors, must equal £45,412. 
The unit selling price can, therefore, be 
determined by trial and error (which is 
likely to be a long process and inaccurate 
if interpolation is made within a wide 
bracket) or, for preference and complete 
accuracy, by simple algebra as follows:— 


Let the selling price be £X per unit. 





EXHIBIT 2.—Capital Employed: Working capital, £25,000; Fixed assets, £50,000; Total, £75,000 


Gross Proceeds 
a) Volume of ‘b) Unit Selling (c) Proceeds of 
Sales Price Sales 
(Units) £'s 2's 
(a) x (b) 
99,880 
99,880 


99,880 


9.988 
9.988 
9.988 


10,000 
10,000 
10,000 


First year 
Second year 
Third year 


End of Contract Assets— 
Liquidation of working capital 


(d) Incremental (e) Net 15% Discount 
Cost of Sales Proceeds (g) Amount (h) Totals 
at £8 Unit £’s (f) Pactor £’s 
£’s (c) — (d) (e) x (f) £'s 
(a) x £8 


80,000 
80,000 
80,000 


.8696 
.7561 
.6575 


17,288 
15,031 
13,071 


19,880 
19,880 
19,880 


Depreciated value of fixed assets 


29,588 


— 


£74918 
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Then the gross proceeds 

10,000X 
and the net proceeds p.a. = 
10,000X — 80,000. 

As net proceeds & 2.2832 = £45,412 
2.2832(10,000X — 80,000) = 
£45,412. 

Solving for X: 


X = £9.988 per unit. 


Step 3 


To prove the accuracy of the solution, 
the table can be completed using the 
calculated selling price of £9.988 per 
unit as shown in Exhibit 2. 

In applying the foregoing principles 
to real-life business situations, the ac- 
countant will generally be confronted 
with some, if not all, of the following 
complications. 


pa. = 


Establishment Costs 


Where substantial sums of money must 
be paid out in advance of the contract 
for such purposes as the erection of 
essential handling, processing, storage or 
distribution facilities, interest on these 


sums for the period they are employed 
prior to the assets becoming productive 
should be added to and regarded as part 
of the capital employed. 


Variations to Volume of Sales 


Often it will be found that the con- 
tract calls for a variation in supply 
volume throughout the period of the 
agreement. Whether the variation is a 
steady increase, decrease, or irregular 
rise and fall, the discounted cash flow 
technique enables proper measurement 
of the variation in cash flow each year. 
However, when using this method to 
determine minimum selling prices a 
separate equation component is neces- 
sary for each year where there is a 
variation in cash flow. 


Variations in Incremental Costs 


The incremental cost of sales will 
generally comprise direct costs, capable 
of being expressed as so much per unit 
of sales (e.g., direct material), and in- 
direct costs not necessarily related to 
the sales volume (e.g., supervisory 
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wages). Direct and indirect costs must 
be analysed separately to arrive at the 
correct cash flow. 


Income Tax 


In order that all tenders can be com- 
piled on a realistic, comparable and com- 
petitive basis, it is essential to decide the 
minimum acceptable rate of return after 
allowance for payment of income tax. 
This enables proper adjustment to be 
made for the varying incidence of taxa- 
tion on the different activities of the 
company, and also in respect of the 
class of asset employed for any particu- 
lar contract. The taxation aspect often 
deserves special attention by a taxation 
adviser to ensure that the calculated 
tender price is computed after providing 
adequately for the full taxation liability. 


To illustrate the ability of the dis- 
counted cash flow technique to cope 
with concurrent variations in all of the 
foregoing factors, it is proposed to offer 
a solution to the sort of problem which 
arises in modern business. Suppose a 
company desires to tender for the supply 
of a special product on a five-year con- 
tract requiring — 

Ist year: 10,000 units 

2nd year: 11,000 units 

3rd year: 12,000 units 

4th year: 12,000 units 

Sth year: 15,000 units. 


The accountant assembles the following 
estimates: 


Capital Employed: 
Working Capital: For all purposes in 
association with the proposed contract 
this is estimated at £25,000. 
Fixed Assets: A new factory is re- 
quired at an estimated cost of £60,000 
for land and buildings and £100,000 
for plant and machinery. 
Construction time for the factory 
will be one year involving progressive 
payments at the end of each quarter 
of the following: Ist quarter, £60,000; 
2nd quarter, £35,000; 3rd quarter, 
£25,000; 4th quarter, £40,000. 


Incremental Costs are estimated at £10 
per unit (direct) and £5,000 p.a. for 
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first two years, thereafter £7,000 p.a. 
(indirect). 


Income Tax: The company is advised 
that depreciation on plant and machin- 
ery will be an allowable deduction at 
the rate of 5% (straight line) p.a.; and 
that incremental profit, less the de- 
preciation allowance on plant and 
machinery, will be subject to tax of 
7/6 in £. 


Salvage Value: The end-of-contract value 
of the factory has been assessed in 
conjunction with real estate advisers 
as: Land and buildings which will be 
retained for future use, £75,000’; 
Plant and machinery which will be 
sold at estimated price, less costs of 
sale, of £40,000. 


The working capital will be liquid- 
ated in full immediately upon com- 
pletion of the contract. 


Return on Capital Employed: Having re- 
gard to the company’s cost of capital, 
current return on capital employed, 
and the degree of risk involved, the 
minimum acceptable rate of return, 
after tax, is decided at 10%. 


The solution of this problem observes 
the same principles as the previous 
example, the necessary steps being — 


Step 1 
Firstly establish the true value of the 
capital employed. This is 





Working capital £25,000 
Fixed assets at 

cost £160,000 
Plus interest at 

10% p.a. 

on quarterly 

instalments 7,000 167,000 
Total capital employed | £192,000 





1. The anticipated appreciation of land and 
buildings (in contrast to the severe depre- 
ciation of plant and machinery) is intro- 
duced to illustrate the versatility of the 
technique. Whether management should 
depend upon capital appreciation in deter- 

mining selling prices is another question. 
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Step 2 








(after 
tax) of the end-of-contract assets at a 


Ascertain the present worth 


discount rate of 10%. The 10% dis- 
count factor for five years hence is .6209 
and the computation is made thus — 





Working capital £25,000 
Fixed assets — 
Land and 

buildings £75,000" 

Plant and 
machinery 

after-tax 53,000" 128,100 

£153,100 

£153,100 « .6209 — £95,060. _ 

Step 3 


Subtract the present worth of the end- 
of-contract assets (£95,060) from the 
capital employed (£192,000) to obtain 
the present worth of the trading cash 
flow, viz., £96,940. 


Step 4 

To calculate the selling price which 
will give a value of £96,940 to the dis- 
counted cash flow on trading activities 
set up a skeleton D.C.F. table. It will 
be noted that the after-tax cash flow for 
the 3rd and 4th years will be the same, 
thus enabling these years to be joined 
by multiplying the cash flow for one year 
by the sum of the respective discount 
factors; consequently, the problem can 
be solved by taking out four equation 
components instead of one for each year. 


Step 5 
The value of the discounted cash flow 
for the Ist, 2nd, 3rd and 4th, and Sth 





2. As it is intended to retain the land and 
buildings for future use there will be no 
actual cash flow, but the validity of re- 
garding the market value as a cash flow, 
for the purposes of ascertaining the realistic 
rate of return, is well established. Some- 
what similar considerations apply to the 
liquidation of working capital. 

3. It has been assumed that £35,000, repre- 
senting the difference between the depre- 
ciated tax value (£75,000) and the realisa- 
tion value (£40,000) will be allowed as 4 

deduction in the year of sale, thereby 

reducing the tax payable on the companys 
other activities by £13,100. 
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years is expressed algebraically using 
£X = selling price. The equation com- 
ponent for the Ist year (in £000’s) is — 


.909 1 { 1OX—105—#[ 1OX-(105+5)]} 
which can be simplified as 
5,682X — 57,957. 


The components for the subsequent 
years can be ascertained as — 


2nd year 5,681X — 
3rd & 4th years 10,758X - 
5th year 5,821X - 


57,848 
111,159 
59,761 





27,942X - 286,725 
But as the trading cash-flow equals 
£96,940 
then 27,942X - 
and .-. X = 


286,725 = 
£13.731. 


£36,940 


Step 6 


Complete the D.C.F. table as shown 
in Exhibit 3 to prove the arithmetical 
accuracy of the calculation. It will be 
appreciated that the apparent over- 
recovery of £4 is due to expressing the 
selling price to the nearest three decimal 
places and the discount factor to four 
decimal places. Experience will quickly 
teach whether the discrepancy is within 
acceptable limits. 


| Capital 

| employed 
| beginning 
| of period 


Capital } 
added end 
period 
£ 
0 Ist Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 


60,000 

96,500 
123,900 
192,000 
189,131 
183,643 
176,524 
168,693 


It is sometimes desirable to take the 
exercise a step further to demonstrate 
to management what is actually happen- 
ing to its money, and how the D.C.F. 
system ensures recovery of all capital 
wastage (i.e., depreciation) whilst, at 
the same time, maintaining the stipulated 
return on the capital employed from 
time to time throughout the duration of 
the contract. The following table can 
be compiled readily from the information 
in Exhibit 3. 


It should be noted that the discount 
factors used in this example are those 
applicable to lump sum payments or 
receipts made at the end of each year. 
In practice, the cash flow generally oc- 
curs month by month throughout the 
year, but the use of monthly-rest dis- 
count calculations is seldom justified; 
special mid-year discount tables are 
available, however,* and these are to be 
recommended for most practical applica- 
tions. 


In those instances where additional 
capital must be introduced during the 
contract period, the present worth of the 
incremental investments, as determined 





Net cash 
receipts 
after tax 


22,069 
24,401 
25,483 
25,483 
185,578* 


4. See “More for Your Capital Dollar” by 
John A. Griswold in The Controller, 
October, 1957. 


Interest at 
110% p.a. on 
capital 
employed 
during 
period 


Capital 
Capital | employed 
recovered end of 
period 
c/fwad 
£ £ 
= , 60,000 
1,500 -- 96,500 
2,400 - 123,900 
3,100 192,000 
19,200 189,131 
18,913 183,643 
18,364 176,524 
17,652 168,693 
16.869 Over- 
recovery 
£16 


* Includes £153,100 “end-of-contract” assets. 
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by the discount rate> and required year 
of investment, should be added to the 
original capital employed and the calcu- 
lation of selling price can then continue 
as already explained, making due allow- 
ance, of course, for any residual, or end- 
of-contract, value of the increments. 


£'s 


Totals 


£192,004 


Amount 
£'s 
(i) x (j) 
20,165 
20,166 


10% DISCOUNT 


Factor 
.8264 
6209 


Further refinements of the D.CF. 
technique are available where the sums 
involved warrant the additional clerical 
effort. For instance, large lump-sum 
capital increments can be discounted as 
the “one-shot” rate whilst the trading 
cash flow is discounted at the mid-year 
rate.® 

Although the D.C.F. system may ap- 
pear to involve a great deal of mathe- 
matical computation, it will be found 
that, once the principles are understood 
and the relevant estimates assembled, 
the calculations can be carried out in 
reasonable time; and even if a particu- 
larly complex problem necessitates a 
few hours clerical work this is surely 
justified by results achieved in compari- 
son with the “rule of thumb” or “hunch” 
decisions so commonly arrived at and 
acted upon at the present time. 


MMFENTAL 
TAX 
£'s 
128,100 


(g) - Ch) 


PROFIT AFTER 


INCI 


000) 


t's 


TAX 
2((g)-! 


rAL INCOME 


ME 


INCRE I 
PROFIT BEFORE 
TAX 


) 


assets as calculated (after tax) 


Total 


SALES COST 





Liquidation of working capital 


End of Contract Assets- 
Value of fixed 


5. The discount rate in this instance is not 
that being used as the minimum acceptable 
rate of return, which may be relatively 
high because of this degree of risk in- 
volved. The real criterion is what sum of 
money invested now, at a gilt-edged rate 
(thus ensuring positive availability of both 
principal and interest when required), will 
compound to the amount of the incre- 
mental investment by the time it is needed 
It is not suggested that a company should 
actually make this investment to generate 
the a4ncrement as it will generally have 
better use for it during the interim period: 
but this conservative approach does con- 
tribute more realism to the overall cal- 
culation. 

See “Economic Analysis for Better Invest 
ment Decisions” by Arthur S. Wells Jr 
in N.A.A_ Bulletin, October, 1958, but 
note the implications of the author's a 
sumption in Exhibit 3 that the increment 
can be generated by an investment earning 
20%. The conservative approach described 
in footnotes will give a more realistic result 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.A., LL.B. 


Defence of Illegality 


From time to time cases crop 
up of a builder who does work 
without first obtaining a_ licence 
(where that is required as a pre- 
requisite), or who does work in 
such a way as to infringe some 
by-law. Where this happens, the 
builder, if he has to sue for his 
money, is sometimes confronted with 
a claim that the illegality in the 
performance of the contract dis- 
entitles him to recover payment for 
what he has done. 


The most recent reported case on 
this point is Townsends (Builders) Ltd. 
v. Cinema News & Property Manage- 
ment Ltd. (1959) 1 All E.R. 7. 


Briefly, a builder had contracted to 
do certain work for a building owner, 
and had done it, but the product of 
the work, when completed, infringed a 
building by-law. The builder had not 
known until the work was far advanced 
that it would not comply with the by-law, 
and the local authority charged with 
the administration of the by-law had 
indicated to the owner, following dis- 
cussions about it, that it would tem- 
porarily refrain from enforcing it. 


The builder not having been paid, he 
sued, and the owner defended the action 
on the ground that payment was not 
recoverable owing to the illegality of 
the work, the illegality lying in the 
breach of the building by-law. The 
Court of Appeal gave judgment for the 
builder. 


There was, said Lord Evershed, M.R.., 
no fundamental illegality pervading the 
whole work and the whole contract. The 
fact that the builder did not learn of 
the by-law until the work was well on 
the way to completion; the fact that the 
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local authority was willing to turn a 
temporarily blind eye to the breach; and 
the fact that the by-law did not make 
work done in breach of it illegal per se, 
and without more—all these factors 
meant that the defence of illegality failed. 


Avoidance of Gift made by Insolvent 


The English case of In re Eich- 
holz, Deceased, (1959) 2 W.L.R. 
200, was principally concerned with 
the question whether, on the death 
of an insolvent debtor, and in the 
subsequent administration of his 
estate under the Bankruptcy Act, 
gifts made without any fraudulent 
intent to defeat creditors could be 
set aside by the trustee in bank- 
ruptcy. 


Shortly after his second marriage, the 
deceased agreed to buy a house for 


£15,000. He provided the purchase 
money for the property, but a conveyance 
of it was taken in the name of his wife. 
Later, he died, and on it appearing that 
his estate was hopelessly insolvent, his 
executors applied to have his estate 
administered in bankruptcy. Their ap- 
plication was granted. 


Then the trustee in bankruptcy sought 
to recover the house which had been 
conveyed to the wife on the ground that 
it was a gift to her, and could be set 
aside under Section 172 of the Law of 
Property Act, 1925, which provides that 
with certain exceptions, “every convey- 
ance of property made with intent to 
defraud creditors shall be voidable at 
the option of any person thereby pre- 
judiced.” (This provision is reproduced, 
in substance in several local enactments 
—e.g., Section 172 of the Property Law 
Act 1958 (Vic.).) 


The first question was whether there 
was a gift of the house to the wife. The 
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fact that the parties were husband and 
wife, and that the conveyance was in the 
name of the wife, although the husband 
had provided the purchase money, raised 
a presumption that it was an advance- 
ment by the husband to the wife—thus 
rebutting the presumption of a resulting 
trust which would otherwise arise—and 
as there was not sufficient evidence to 
contradict it, the transaction was held to 
constitute a gift by the deceased to the 
wife. Further, it was held that the gift 
was not made for good consideration. 


Then, it being admitted that the result 
of earlier cases was that the equivalent 
of Section 94 of our Bankruptcy Act 
could not be applied in the case of the 
administration of the estate of a deceased 
insolvent, the next question was whether 
the gift could be set aside as a convey- 
ance made “with intent to defraud 
creditors.” The court answered this in 


the affirmative, pointing out that it was 
not necessary, in order to found a suc- 
cessful claim under this provision, to 
prove a fraudulent intent; that where a 


settlement is not founded on valuable 
consideration, it can be set aside if the 
circumstances are such that the gift would 
have the effect of defeating creditors. 
And set aside it was! 


Employer’s Duty of Care 


In August, 1957, this column 
noted the case of Davie v. New 
Merton Board Mills Ltd., in which 
Ashworth, J., held that an em- 
ployer was liable to his employee 
for injury sustained by the latter, 
which injury was attributable to 
negligence by a third party in the 
manufacture of a tool which the 
injured employee was using. 


The basis of this decision was that it 
is not enough for the employer merely 
to take reasonable care and buy tools 
from reputable manufacturers. Since 
then, however, the case has been taken 
further. The Court of Appeal, by a 
majority, held ((1958) 1 All E.R., 67) 
that the employers were not liable, and 
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the House of Lords ((1959) 2 W.L.R. 
331) has now dismissed an appeal 
against that decision. 


Term Implied in Interests of Business 
Efficacy 
Certain legislative decrees of the 
Syrian authorities prohibited trade 
with Israel, and ships which, prior 
to calling at a port in Syria, had 
called at Israeli ports, were refused 
permission to load. It was not, 
however, an absolute refusal, because 
the necessary permission to load 
might be granted if the owners of 
the vessel concerned gave sufficient 
guarantees to the Syrian authorities 
of not further infringing the decrees 
boycotting trade with Israel. 


The ship concerned in Compagnie 
Algerienne de Meunerie v. Katana Societa 
Di Navigatione Marittima §.P.A. (1959) 
2 W.L.R. 367 had, in 1955, discharged 
cargo at an Israeli port. On four later 
occasions the vessel passed through the 
Suez canal, and each time the master 
signed a declaration that there would be 
no future co-operation with Israel. These 
facts were known to the owners of the 
vessel when they let it to charterers in 
May, 1956, but the charterers neither 
knew, nor (as the court held subsequent- 
ly) ought to have known of them. This 
meant that as the ship was chartered to 
load a cargo at a Syrian port for ship- 
ment to Algeria, the shipowners knew 
that permission might be needed for the 
ship to load at the Syrian port, and it had 
the further consequence that in order to 
give business efficacy to the contract, a 
term was implied into the charterparty 
that the shipowners would at least exer- 
cise reasonable diligence to obtain the 
requisite permission, and would obtain 
it within a reasonable time. 


When the vessel sought to load at the 
Syrian port of Lattakia, permission was 
refused, despite the fact that two days 
later the master made a further declara- 
tion of non-co-operation with Israel. 
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Three days later the Syrian authorities 
imposed an embargo on all cargo destined 
fer Algeria, and the ship was forced, as 
a result, to sail without having loaded 
anything. In these circumstances the 
charterers claimed damages for alleged 
breach of the charterparty. 


However, the action failed. The ob- 
ligation imposed on the shipowners con- 
sequent on the terms implied into the 
contract did not require them to do more 
than obtain permission to load within a 
reasonable time. A reasonable time had 
not elapsed between the time of the 
vessel’s arrival at Lattakia and the time 
when the entire charterparty was frus- 
trated by the placing of the embargo on 
all cargo destined for Algeria, and the 
result of this was that the charterer was 
not able to show any breach of any of 
the implied terms. Hence, the ship- 
owners were not liable for any breach. 


No Estoppel 


The question whether a promise, 
unsupported by consideration, can 
nevertheless be set up by the pro- 
misee as a defence to an action by 
the promisor inconsistent with the 
promise was canvassed in the recent 
Victorian case of B. R. Meadows 
& Sons v. Rockman’s General Store 
Pty. Ltd. (1959)A.L.R. 298. 


There, the defendant was indebted to 
the plaintiff in an amount of £400 for 
goods sold and delivered. The plaintiff 
had agreed with the defendant, however, 
that the defendant should be at liberty to 
withhold payment to the plaintiff of a 
sum equivalent to a debt owing to the 
defendant by a third party (in which the 
plaintiff had an interest) until such time 
as the third party paid that debt. Later 
on, however, the plaintiff took proceed- 
ings against the defendant for the recovery 
of the £400, and the defendant set up 
this agreement as a defence, contending 
that the plaintiff, in view of that agree- 
ment, was estopped from demanding the 
£400 from the defendant. 


The basis of this contention was the 
Principle enunciated in the High Trees 
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case (Central London Property Trust v. 
High Trees House (1947) K.B. 130). 
As explained in later cases (e.g., in 
Combe v. Combe (1951) 2 K.B. 215, 
per Asquith, L. J., at pp. 225-6), that 
case decided that “when a promise is 
given which (1) is intended to create 
legal relations, (2) is intended to be 
acted upon by the promisee, and (3) is 
in fact so acted upon, the promisor cannot 
bring an action against the promisee 
which involves the repudiation of his 
promise or is inconsistent with it.” 


The defendant argued that this pro- 
position exactly fitted his case, but the 
court (Hudson, J.) gave judgment for 
the plaintiff. He found as a fact that the 
agreement contended for did _ exist, 
but there was no request or promise that 
the defendant should not take legal action 
against the third party, so that the only 
agreement made by the plaintiff was a 
bare promise, not supported by con- 
sideration, that the defendant should be 
at liberty for a time to withhold payment 
from the plaintiff. He then proceeded to 
point out that if this promise had been 
raised in the form of a counter-claim 
against the plaintiff in the present ac- 
tion, the absence of consideration would 
have required its rejection. Yet, if the 
plea of estoppel were permitted to suc- 
ceed, the defendant would thereby be 
placed in just as good a position as it 
would have occupied had there been 
consideration for the plaintiff's promise! 


However, His Honour having taken the 
view that the plaintiff's promise was not 
a release extinguishing the plaintiff's 
right to recover its debt, but only, at 
best, an agreement not to sue for a 
limited time, he was able to give judgment 
for the plaintiff without further con- 
sidering the merits of the defence based 
on estoppel, because on his view of the 
facts that plea could not be supported. 
Nevertheless, one does gain the im- 
pression that it is by no means certain 
yet that a bare promise, not supported by 
consideration, will be readily accepted as 
a weapon of defence. 
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STUDENTS’ SECTION 





Accounting for Standard Costs 
Idle Capacity Factors 


By W. L. BURKE, B.aA., B.EC., F.A.S.A., 
Senior Lecturer in Accountancy, the University of New South Wales 


From time to time questions are set 
in accountancy examinations, which re- 
fer to the treatment of expense variances 
under standard cost accounting methods. 
Some questions require only an expense 
absorption (or efficiency) variance; 
others require both expense idle capacity 
and expense efficiency variances. In both 
cases, of course, the expense budget vari- 
ance must also be obtained. Where both 
the idle capacity and the efficiency vari- 
ances are required, questions sometimes 
ask for the idle capacity “cost”, and 
sometimes for the idle capacity “vari- 
ance.” Students seem to find difficulty 
with this point, and many of the text 
books do not expressly cover it. The pur- 
pose of this article, therefore, is to ex- 
plain briefly the treatment of idle ca- 
pacity factors in differing circumstances. 


Take for example the following ques- 
tion which was set in the Society’s “Ad- 
vanced Accoutning, B” examination’ in 
October, 1956:— 


“The following information is available 
with reference to a standard cost plan for a 
certain period:— 

Budgeted expense at normal capacity— 
Variable manufacturing expense £20,000 
Non-variable manufacuring ex- 
pense £10,000 
Budgeted number of machine 
hours at normal capacity 20,000 


For the same period: — 
Actual manufacturing expense was— 
Variable a 17,500 
Non-variable 10,500 
Number of actual machine hours’ 16,000 
Standard number of machine hours 
for the actual output was 15,000 
State the variations.” 





* Second paper, question No. 3. 
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The above question is similar to one’ 
used as an illustrative example in one 
of the standard text books. In the latter, 
however, the requirement is stated as 
follows: 


“From the above figures compute the fol- 
lowing variations. 


(a) the cost of idle capacity, and 


(b) Efficiency variations.” 


It will be noted that the former ex- 
ample asks for “variations”; the latter 
also asks for “variations,” but specifies 
that the “cost” of idle capacity is re- 
quired. These are good examples for 
purposes of illustration, as they isolate 
rather well the point under discussion. 
The same issue frequently comes into 
examination questions of a longer and 
more complicated nature, and it is de- 
sirable that the correct treatment should 
be appreciated by students. 


The key to the problem lies in the type 
of budget used for manufacturing ex- 
pense (or factory service cost). With a 
fixed budget the variation required might 
be termed the idle capacity variance — 
the variation on both fixed and variable 
expense; with a flexible budget the varia- 
tion might be termed the idle capacity 
cost — the variation on fixed expense 
only. Both of these items are, of course, 





* “Costing Procedures,” Yorston, Smyth & 
Brown, Ist Ed. Ill. Ex. 1, Ch. 23, p. 332 —a 
question originally set by The Australasian 
Institute of Cost Accountants. 
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standard cost variations — i.e., variations 
between standard and actual costs. 
It is neither equitable nor competitive to 
charge production with the costs of idle 
capacity due to over investment in, or 
non-use Of, machinery and plant; the idle 
capacity factor should therefore be taken 
out of the production costs. The terms 
“variance” and “cost” are used to draw 
attention to the two separate methods of 
calculating the idle capacity factor under 
the above circumstances. A flexible bud- 
get is, of course, usually considered pre- 
ferable, hence idle capacity cost would 
normally be the variation required. If a 
fixed budget were used, however, the idle 
capacity variance would be wanted, and 
questions are often set containing this 
requirement. There are thus two separ- 
ate sets of circumstances applicable to 
idle capacity items, and both the text 
books and the examination questions fre- 
quently omit to distinguish between these 
circumstances. Students, therefore, are 
often in doubt as to 


(a) whether the “variation” or the 
“cost” is required; and 


(b) how the respective calculations 
should be made. 


The following is a suggested solution 
to the example set out above, showing 
the treatment under each of the two 
possible methods. 


Method 1: (Assuming a Flexible 
Budget ) 


According to the question, budgeted 
expense is at normal capacity of 20,000 
machine hours, but the actual machine 
hours worked were only 16,000. Hence 
there is idle capacity of 4000 machine 
hours. The total budgeted expense, at 
normal capacity of 20,000 machine hours, 
was £30,000 made up of 10,000 fixed, 
and £20,000 variable, expense. With a 
flexible budget, however, expense, at pro- 
ductive capacity represented by 16,000 
machine hours, would be £26,000, 
made up of £10,000 fixed, and £16,000 
variable, expense. This figure of £26,000 
would then be the budgeted expense fig- 
ure taken into the accounts. From this 
figure the idle capacity cost, calculated 
in the normal manner on fixed expense 
only (4,000 hours @ 10/- each) would 
be extracted. The ledger would then 
appear as follows:— 


EXPENSE 





Actual— 
Fixed £10,500 
Variable 17,500 £28,000 


£28,000 





Budgeted— 
Fixed 
Variable 


Budg.* variance 


BUDGETED EXPENSE 





Expense £26,000 


£26,000 


Efficiency variance 
Idle capacity cost 
Work-in-progress 


IDLE CAPACITY COST 





Budgeted expense £2,000 
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Under this method the idle capacity 
cost (£2000), calculated on fixed ex- 
pense only, would be taken out cf the 
budgeted expense of £26,000, reducing 
it to a net balance of £24,000. This 
balance represents fixed expense, at 80% 
of capacity (16,000 machine hours), of 
£8,000, and variable expense, at the 
same capacity, of £16,000. The effi- 
ciency variance represents the 1000 ma- 
chine hours (worked in excess of stan- 
dard machine hours for the actual out- 
put) at the standard rate of 30/- per 
machine hour. Efficiency variance, on 
heurs worked, must, of course, always 
include both fixed and variable expense. 
Work-in-progress, £22,500, then repre- 
sents the 15,000 standard machine hours 
(after the efficiency loss of 1000 mach- 
ine hours has been taken out) at the 
standard rate of 30/- each. 


Method 1 is probably more practical, 
and more popular, than Method 2, but 
questions are frequently set which re- 
quire a solution according to Method 2, 
as described below. 


Method 2: (Asuming a Fixed Budget) 

If a fixed budget is used, budgeted ex- 
pense would be shown as £30,000, at an 
operating capacity represented by 20,000 


machine hours, and would not be adjust- 
ed because of the reduced output (re- 
presented by 16,000 machine hours), 
Therefore, idle capacity, when extracted 
from the budget, must include both the 
fixed and variable expenses attributable 
to the idle capacity cf 4,000 machine 
hours. Idle capacity would, therefore, 
include £2,000 of the £10,000 total fixed 
expense at normal capacity, and £4,000 
of the total £20,000 variable expense at 
normal capacity. In other words, the 
idle capacity variance would be £6,000 
(4,000 hours @ 30/- each). The ledger 
would then appear as below. 


Under this method the idle capacity 
variance (£6,000), calculated on both 
fixed and variable expense, is taken out 
of the budgeted expenses of £30,000, re- 
ducing it to £24,000 (the same figure as 
under Method 1). This represents fixed 
expense of £8,000 and variable expense 
of £16,000, at operating capacity of 
16,000 machine hours. Efficiency vari- 
ance and work-in-progress remain un- 
changed. Idle capacity is the only item 
requiring separate treatment — apart, of 
course, from budgeted expense; in fact, 
the different treatment accorded to idle 
capacity springs from the shift in as- 


EXPENSE 





Actual— 


Fixed 
Variable 


£10,500 
17,500 
————_ £28,000 


Budget variance 2,000 


£30,000 





Budgeted— 


Fixed 
Variable 


BUDGETED EXPENSE 





£30,006 


~ £30,000 





Efficiency variance 
Idle capacity variance 
Work-in-progress 


IDLE CAPACITY VARIANCE 





Budgeted expense £6,000 





392 


The Australian Accountant, July, 1959 





sumptions regarding the use of flexible 
and fixed budgets. 
Comparison of the Two Methods 


Results obtained under each method 
are, in effect, the same, and may be sum- 
marised as follows: 


Comparison of Standard and Actual 
Costs 
Assume that standard costs are not 
used, that the accounts are kept on the 
basis of actual cost, and that expense 
is applied to work-in-progress on the 





Method 2 
(Fixed Budget) 


Method 1 
(Flexible Budget) 





Idle capacity variance 
Idle capacity cost 
Efficiency variance 
Budget variance 


Total variances 
Work-in-progress (at standards) 


Actual expense 


— £6,000 Dr. 
£2,000 Dr. 
1,500 Dr. 
2,000 Dr. 


1,500 Dr. 
2,000 Cr.* 


5,550 Dr. 
22,500 


5,500 Dr. 
£22,500 Dr. 


£28,000 


£28,000 





* Note that one is a debit, the other a credit, variance. 


It will be seen that the only figures 
which change are (a) idle capacity and 
(b) budget variance. The net effect of 
these two items is the same (£4,000 Dr.) 
under each method. It is also important 
to be clear as to the use of the two 
methods and the circumstances under 
which each should be applied. For ex- 
ample, if total expense were stated to 
be £30,000 at normal capacity (as in 
the above question), it would be in- 
correct to take out only £2,000 for idle 
capacity cost, if budgeted expense were 
debited with £30,000. £6,000 idle ca- 
pacity variance would be the required 
adjustment under these circumstances. 
Alternatively, it would be incorrect to 
take out £6,000 for idle capacity vari- 
ance if budgeted expense were debited 
with only £26,000. £2,000 idle capacity 
cost would be the required adjustment 
under these circumstances. 


same basis as before; i.e., assume the 
amount of expense applied to work-in- 
progress is £22,500. On this basis the 
ledger would appear as below: — 


On the basis of actual cost, idle ca- 
pacity cost (£2,100) would be one-fifth 
of the actual fixed expense (£10,500). 
The expense under-absorption variance 
would represent a loss of £3,400. This, 
together with the actual idle capacity cost 
of £2,100, would give a total variance 
of £5,500 (the same as under the two 
standard cost methods). These vari- 
ances, plus the work-in-progress figure 
(£22,500), reconcile with the total ac- 
tual expense (£28,000). 


Thus, working on an actual basis, idle 
Capacity cost is calculated on actual fixed 
expense. Expressed as a variation (from 
budgeted fixed expense) under standard 


EXPENSE 





Actual £28,000 


£2,100 
3,400 
22,500 


Idle capacity cost 
Under-absorption variance 
Work-in-progress 


£28,000 


IDLE CAPACITY 





Expense £2,100 
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costs it is calculated on budgeted fixed 
expense. 


Conclusion 


Where a fixed budget is used idle 
capacity variance is calculated on the 
total budgeted expense (fixed and vari- 
able). The difference between actual 
and budgeted fixed expense contributes 
to the expense budget variance (as does 
the difference between actual and budget- 
ed variable expense.) Actual operating 


capacity (in the example quoted) is set 
at a lower level than that budgeted and 
therefore some variable expense items 
are budgeted but not incurred. 


These 


have to be taken out, along with the 
fixed expense. With a flexible budget, on 
the cther hand, variable expense should 
be budgeted at the actual level of activity, 
and idle capacity cost would then be 
calculated on budgeted fixed expense 
only. Under historical costing methods, 
idle capacity cost would be calculated on 
actual fixed expense. 


Questions requiring the application of 
the above principles are continually aris- 
ing, and, in the absence of other infor- 
mation, either method could be used, 
as long as the principles involved were 
carried through consistently and correct- 
ly to their logical conclusion. 





N.S.W. GOVERNMENT 
PUBLICATIONS 


HE number of publications issued by 
Government Printing Offices is constantly 
increasing as governmental interest over 
various fields of professional, industrial and 
commercial activity continues to develop. Many 
of these publications contain information of 
vital importance to members of the accounting 
profession. The N.S.W. Government Printer 
has arranged to issue a monthly list of Govern- 
ment publications which are available to the 
public at a nominal cost. 


This service has the object of keeping the 
commercial and other sections of the com- 
munity fully conversant with the latest Acts, 
books, documents, forms, etc. to be published 
by the N.S.W. Government Printer. 


The list of publications issued during March 
apart from Gazettes and School Magazines 
includes the following:— 


BILLS AND ACTS OF PARLIAMENT 

Sydney to Melbourne Railway Standardisation 
Agreement Act, No. 48, 1958. 11 pages. Price 
8d., postage 4d. 

ANNUAL REPORTS 

Aborigines Welfare Board, 30th June, 1958. 12 
pages. Price 1/-., postage 4d. 

Closer Settlement, Part ‘‘Gostwyck’’ Estate. 
1 page. Price 6d., postage 4d. 

Closer Settlement, Part ‘Grampian Hills” 
Estate. 1 page. Price 6d., postage 

Closer Settlement, Part ‘“‘Premer’’ Estate. 1 
page Price 6d., postage 4d. 

Closer Settlement, Part ‘‘Rotherwood’’ Estate. 
1 page Price 6d., postage 4d. 

Closer Settlement, ‘“‘Sylvia Vale’’ and Part 
‘Lower Sylvia Vale’’ Estates. 1 page. Price 
6d., postage 4d 

Closer Settlement, Part ‘“‘Wombramurra” Es- 
tate. 1 page. Price 6d., postage 4d. 

Government Insurance Office, 30th June, 1957 
16 pages Price 1/6., postage 4d 
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Public Trustee, 30th June, 1958. 2 pages. Price 
6d., postage 4d. 

Registrar of Friendly Societies, 30th June, 1958. 
23 pages. Price 2/-, postage 4d. 

Trustees of the National Art Gallery of New 
South Wales for 1957. 12 pages. Price 1/-, 
postage 4d. 


REPRINTS OF ACTS UNDER AMENDMENTS 
INCORPORATION ACT, 1906 
Companies Act, 1936-57. 409 pages. Price 14/-, 

postage 8d. 

Explosives Act, No. 41, 1905. 41 pages. Price 
2/-, postage 4d. 

Landlord and Tenant Act, 1948-58. 157 pages. 
Price 6/-, postage 5d. 

Local Government Act, 1919-58. 758 pages 
Price 25/-, postage 1/6. 

Local Government (Town and Country Plan- 
ning) Amendment Act, No. 21, 1945. 65 pages 
Price 3/-, postage 4d. 

Sale of Goods Act, No. 1, 1923. 35 pages. 
Price 1/8, postage 4d. 

Stamp Duties Act, 1920-56. 188 pages. Price 
7/-, postage 5d. 

War Service Land Settlement Act, No. 43, 
1941. 38 pages. Price 1/8, postage 5d. 


SCIENTIFIC AND EDUCATIONAL 
Trout Populations and Habitats in New South 
Wales, by John S. Lake, M.Sc., A.R.A.C.I. 48 
pages, illustrated. Price 5/-, postage 4d. 
Prawn Investigation in Eastern Australia, by 
A. A. Racek, Dr. Rer. nat. 57 pages. Price 
2/6, postage 4d. 
TECHNICAL PUBLICATIONS 
A Guide to Dogmen and Crane Chasers. 154 
pages, illustrated. Price 7/6, postage 6d. 
A Guide for Riggers. 184 pages, illustrated 
Price 12/6, postage 1/2 
A Guide for Scaffolders. 93 pages, illustrated 
Price 7/6, postage 1/-. 
MISCELLANEOUS 
Law Almanac, 1959. 231 pages. Price 
postage 6d. : 
List of Registered Surveyors, N.S.W., 1959 
10 pages. Price 1/-, postage 4d. 


The N.S.W. Government Printer’s monthly 
list is available without charge to interested 
persons. Postal applications should be made 
to The Government Printer, Box 4050, G.P.O., 
Sydney. 


8/-, 
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The Victorian Companies Act 1958 
and the Stock Exchange 


Part 2 of a lecture delivered by Mr. E. L. GRIMWOOD, B.COM., A.A.S.A., 
editor, “The Stock Exchange Official Record” on 30 April, 1959. Part | 
of the lecture was published in the June issue. It is one of a series of 


three arranged by the 


Victorian Division of the Society to acquaint 


members with the provisions of the Victorian Companies Act, 1958. 


2. STOCK EXCHANGE REQUIREMENTS NOT COVERED BY THE ACT. 


As mentioned earlier, Parliament resisted 
the proposal to legislate in detail for com- 
panies listed on the Stock Exchange. Let 
us examine now some of the problems that 
arise in practice and the rules which have 
been evolved outside the statute. 


(a) How Stock Exchange Control is Exercised 


The three basic documents are firstly, the 
Official List Requirements. The contents of 
a prospectus are outlined, together with com- 
prehensive provisions to be written into the 
Articles. Once the Articles are adopted, an 
aggrieved shareholder or other party, has 
a legal remedy without reference to the Ex- 
change or to any other body. Many com- 
panies draft their Articles to conform with 
Stock Exchange Requirements even although 
official listing is not planned for some years. 


Secondly, the Application for Official List- 
ing provides information as to capital, voting 
power and transfer of shares. It is agreed 
that the company shall remain on the Official 
List subject to the pleasure of the Com- 
mittee of the Stock Exchange. It is accom- 
panied by the prospectus, Certificate of In- 
corporation, Memorandum of Articles, sample 
scrip certificate, list of shareholders and 
balance sheets for five years. 


Thirdly, the Agreement for Official Listing 
covers matters such as the period of trading 
in rights, the marking of transfers, and prompt 
notices to the Exchange. The last clause 
requires the company to comply with sub- 
sequent new general requirements of the 
Exchange, or failing compliance, to request 
the Stock Exchange to delist the company. 


_In some States other than Victoria, the 
Companies Act requires less information, and 
the Stock Exchanges have to rely on their 
listing requirements. In Victoria, the law 
covers the position adequately and the working 
of the Exchange is thereby assisted. 
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(b) The Need for Information Supplementary 
to the Annual Report 


Experience has shown that you cannot have 
a perfect market based upon accounts pre- 
sented once a year, interspersed perhaps with 
an interim dividend. These accounts may 
be up to six months old at the time of 
the meeting, so that it is possible that a 
company may suffer a serious reverse in July 
in any year and conceal the position from 
its shareholders until as late as December in 
the following year. All manner of “inside 
information” would circulate and the market 
would soon lose the confidence of the invest- 
ing public. Further, the raising of equity 
capital would become progressively more diffi- 
cult. Here we have the basic motives for 
Official List Requirements and the code of 
procedure which has been built up to make 
the market more efficient. 


(c) Preliminary Statements of Annual Profit 


The preparation and despatch of an annual 
report is rather like the traditional pudding— 
it is the result of the labours of many people 
In the normal course, its contents are known 
not only to the directors, but also to the 
secretary, his staff, the printer, the auditor 
and possibly to other business contacts. This 
difficulty is overcome by requiring that, 
simultaneously with the declaration of the 
final dividend (or its omission), the net profit 
figures for the year be notified immediately 
to the Stock Exchange. It is usual for the 
company secretary to ring from the board 
room immediately the meeting is concluded, 
thereby avoiding any leakage. All reports 
received at the Exchange are read from the 
call room rostrum and made available to 
the press, so the maximum publicity is 
achieved. In order to avoid delay, the Stock 
Exchange will accept provisional figures sub- 
ject to minor adjustments and subsequent 
audit. In practice, the alterations are of 
little consequence, for good care is taken 
to check the first figures. 





(d) Half-Yearly Reports 


It was shown earlier how there can be a 
lapse of eighteen months between the opening 
of a financial period and the annual meeting 
at which the accounts are presented. For a 
local company on the Exchange, this period 
is reduced to fifteen months, but this often 
proves difficult where there are many sub- 
sidiaries and branches, all of whose accounts 
are subject to audit. 


To fill this gap, the Exchange requires 
a half-yearly report indicating the volume 
of sales as compared with the previous corres- 
ponding period, together with details of any 
unusual features affecting earning capacity. 
A recent campaign by the Australian Ex- 
changes has improved the standard and cover- 
age of interim reports, although a few of 
the older companies have been slow to follow 
modern practice. It is recognised that in 
some industries it may be difficult to estimate 
the trend due to seasonal influences, but it 
would be surprising if the directors were 
unable to make some useful statement on 
the trend of business. Even the bare assur- 
ance that business is being maintained is 
welcome to the shareholder and the market. 
In America, quarterly reports are usual. 


(e) Special Reports 

Listed companies are required to forward 
to the Exchange any special reports, including 
any material information necessary to avoid 
a false market in the shares. This extends 
to any changes in the directorate, or proposed 
changes in the nature of the business, includ- 
ing subsidiaries. Where necessary, the Ex- 
changes ask the company to comment on 
any unusual move in the market price if it 
is felt that material information has been 
withheld. If the company reports that there 
is nothing unusual, it is frequently sufficient 
to curb speculation in the company’s shares. 


(f) New Issues 

These are, of course, vital to the market 
and are closely watched. To give all exist- 
ing and prospective shareholders an oppor- 
tunity to deal in rights, fourteen days’ notice 
of closing of books is required, as in the 
case of dividends. At least twenty-five days 
must be allowed for trading in rights and 
shareholders in remote areas or outside Aus- 
tralia must be advised by airmail. After 
normal applications have closed, it is usual 
to arrange a further seven days for renun- 
ciations, as these have to be signed by the 
buyer before being lodged with the company. 


Shareholders must be advised of their en- 
titlements within seven days of the closing 
of books. The shorter this period the better, 
as it perplexes some shareholders to see 
market quotations for rights before they know 
where they stand. This arises because some 
members, particularly large holders, sell. with- 


396 


out. documents. in the expectation that the 
posting of entitlement letters will bring a wave 
of selling and so depress the price. 


Provisional letters of allotment are more 
common in England than in Australia, but 
the Exchanges have laid down a procedure 
for the practice. The principle is that the 
new shares are provisionally allotted to the 
member, who may accept and pay his appli- 
cation money to complete the allotment, or 
he may renounce his right on a _nil-paid 
basis leaving the buyer to pay the applica- 
tion money. In companies where it is expected 
that the majority of holders will take up 
their entitlement, the procedure saves clerical 
work by omitting the entitlement register al- 
together. 


(g) Unsecured Notes and Debentures 


The last ten years have seen great growth 
in fixed interest securities, particularly the 
unsecured note. Recent analysis by the Com- 
monwealth Statistician of new money raised 
shows that notes are now more popular than 
shares. The main reason is the tax advantage 
and the trend has been the more rapid with 
steadier money values, also the restriction 
in bank advances for semi-permanent capital 
needs. 


In the simplest case, the rate of interest 
and the maturity date are fixed. Variations 
include flexible interest rates, alternative 
maturities, guarantees by parent or subsidiary 
companies, conversion to ordinary shares, and 
separate options for that purpose. 


There has been some debate as to whether 
a note is a debenture or not. Section 3 (1) 
of the Act provides that a debenture includes 
“debenture stock bonds notes and any other 
security of a company whether constituting 
a charge on the assets or not”. On the 
other hand, the Stock Exchanges require that 
the word “debenture” shall not be used in 
any document to describe unsecured notes. 
These in turn are defined as a document 
acknowledging indebtedness for borrowed 
money, but not secured by a charge over 
the company’s assets. 


Unsecured noteholders are therefore in the 
position of unsecured creditors—in a winding- 
up they stand after the debenture holders 
and secured creditors but before the share- 
holders. Their protection is the Deed of 
Trust and the appointment of a _ Trustee. 
Further, the Stock Exchange normally re- 
quires a limitation on borrowing by the 
company. This takes two alternative forms 
—total liabilities may not exceed one and 
one-half times shareholders’ funds, or may 
not exceed 60% of total tangible assets. 
Examination of a _ skeleton balance sheet 
will show the similarity of these two concepts. 
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The aim is to ensure that borrowings 
bear a reasonable relation to shareholders’ 
funds and this is reflected in the asset 
backing which must be at least £166 for each 
£100 of notes. It follows that other un- 
gcured creditors are covered to the same 
extent. In calculating the asset backing, you 
must allow for prior settlement of secured 
creditors. 

The note certificate must state in detail the 
rate of interest, the method of redemption and 
any participating rights in cash or bonus issues 
of shares In an expanding company, these 
lat can be very valuable and a clear state- 
ment is most important. 


The Trust Deed also provides what is to 
happen should the company fail in its obliga- 
tions. The main three contingencies relate 
to payment of interest and principal on the 
due dates, and the restriction of its other 
liabilities. In such cases, the trustee can 
demand immediate repayment of the whole 


sum, but his powers are those of an ordinary 
unsecured creditor—hence the Stock Exchange 
insistence on the term “unsecured note”. In 
general, it may be said that unsecured notes 
are a valuable medium for borrowing, but 
they are most suitable for financially sound 


companies. In particular, it is important to 
have a definite programme for financing their 
repayment. 


Not all companies hesitate to issue deben- 

ures with the accompanying charge over 
their assets. In particular, the finance com- 
panies have been active in issuing mortgage 
debenture stock, both short- and long-term. 
Frequently the company owns little in the 
way of bricks and mortar and the security 
is a floating charge over all the assets— 
often largely hire purchase paper. The bor- 
rowing limits are wider, often extending to 
lve Or more times shareholders’ funds. The 
underlying security is in the nature of the 
company’s assets, particularly hire purchase 
paper. Often the security is reinforced by 
4 guarantee from a parent organisation. 


(h) Accounts in a Prospectus 


Under the Act, accounts must be made up 
‘0 within nine months of the prospectus with 
special provision for the Attorney-General to 
extend. The Exchanges require further that, 
ifthe accounts are more than six months old, 
the Prospectus must contain a_ statement 
covering sales for the first six months of the 
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period, also disclosing any unusual factors 
to affect profit. This arose from a company 
failure in another State soon after the issue 
of a prospectus based on out-of-date infor- 
mation. 


(i) Other Matters 


The Exchanges require that directors shall 
not be appointed for a fixed term, except 
that a managing director may be appointed 
for up to five years. No director shall be 
remunerated by a commission on turnover or 
profits, with an exception to allow commission 
on profits to managing directors. 


In addition to the provisions in the Act 
on disclosure of a director's interest in a 
contract, he shall not vote on any contract 
in which he is interested. 


At least one-third of the directors (except 
a managing director) shall retire from office 
each year. Preference shareholders have the 
right to receive balance sheets and notices of 
meetings and to attend, but not to vote at 
ordinary meetings except in special circum- 
stances. 


It is required further that the total nominal 
value of the issued preference capital shall 
not exceed that of the ordinary capital and 
that the asset backing must be at least £2. 
for each £1 preference share, otherwise the 
security is listed as a _ preferred ordinary 
share. 


Voting rights for ordinary shares must not 
be concentrated in too few hands—if shares 
carrying more than 66% of the voting power 
are held by twenty persons or less, the com- 
pany may be refused official quotation. This 
is more stringent than the income tax rule of 
75% for private companies. In order to 
qualify for official listing, many companies 
reduce the voting rights for large shareholders. 
It often occurs that large overseas companies 
may wish to give the Australian public an 
interest in a new venture, while retaining 
control overseas. If the proposed issue is 
large enough to make a market, the shares 
would be listed, with the Australian public 
adequately represented on the board. Remem- 
ber, however, that the minority investor may 
have restricted control in practice. 


CONCLUSION 


The purpose of this address was to demon- 
strate two things—firstly, what the Com- 
panies Act provides and, secondly, what the 
Stock Exchanges have seen fit to add in par- 
ticular cases. 

Further rules could easily be proposed, but 
we must beware of expanding what is already 
a complex code. No doubt, further innova- 
tions will be made and suitable rules will 
be evolved. 





Current Problems Discussed in 


Overseas Journals 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Procedures 


Church accounts form the subject of 
a series of articles appearing in The Ac- 
countant for 3, 10, 17, 24 January. In 
successive issues the author, Felice V. 
Slade, deals with the law (relating to 
the Church of England), the bookkeep- 
ing, the annual accounts and the audit. 


Analysis and Interpretation 


In “Liquidity and the Balance Sheet,” 
an article by A. H. Taylor appearing in 
The Accountant, 31 January, the sug- 
gestion is made that current or “variable” 
assets and current or “variable” liabili- 
ties should each be divided, in balance 
sheet presentation, into two groups of 
“liquid” and “deferred” items. The 
former would comprise those assets that 
will become available for payment of 
creditors within one month from the 
balance sheet date and those liabilities 
requiring payment within the same 
period. The “deferred variable” assets 
and liabilities would comprise the re- 
maining current items. Each set of 
items would be matched in the balance 
sheet to show “net deferred variable 
assets” and either “net liquid assets” or 
“net current liabilities” as the case may 


Banking 


An interesting service offered by an 
American bank is described by J. J. 
Griffin in the N.A.A. Bulletin, January. 
All customers in a region are asked to 
mail their remittances to a post office 
box rented for this purpose. This box 
is cleared several times daily by the 
bank, which immediately credits the 
firm’s account, and supplies photostats 
of each remittance to the firm’s cashier 
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and to the branch office servicing the 
relevant customer account. 


In the same issue, R. N. Geisinger 
describes how one company which pays 
all its employees by cheque has avoided 
the need for bank reconciliation of its 
payroll account. Seven payroll accounts 
are used in rotation. Each week, the 
exact amount of the payroll is deposited 
in one of these accounts, which then 
remains operative for thirty-five days. 
At the end of this period, the bank trans- 
fers any balance remaining in the pay- 
roll account to the company’s general 
account. After that, any “stale” pay- 
roll cheque is referred to the company 
paymaster, who replaces it with an or- 
dinary company cheque upon satisfying 
himself that the unclaimed balance for 
that particular week is sufficient to cover 
the “stale” cheque. 


Break-even Analysis 


“A Practical Evaluation of Break- 
Even Analysis,” by P. Yacobian, N.A.A. 
Bulletin, January, briefly reviews the 
methods, advantages and limitations of 
break-even analysis. In the same issue, 
R. E. Tuttle, abandoning the usual sim- 
plifying assumption of constant inven- 
tories, describes “The Effect of Inventory 
Change on Break-Even Analysis.” 


Budgeting and Cost Control 


I. Wayne Keller, in discussing “Bud- 
geting for Small Business” in the January 
issue of The Journal of Accountancy, 
puts forward the proposition that bud- 
geting is not a complex process, being 
merely an orderly means of planning 
income, costs and capital expenditures 
for a period and comparing actuals with 
the plan to secure appropriate corrective 
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action or modification of the plans during 
the period. On the basis of this propo- 
ition, the author presents a simple ap- 
proach to budgeting which is particularly 
suited to a small business. 


Case Studies 


In the N.A.A. Bulletin, January, E. S. 
Thompson describes “A Program for 
Profitable Use of Costs in a Small 


Factory,” and F. E. Andersen explains 
“How We Achieve and Utilize Effective 
Daily Labor Reporting” (with the aid 
of dual-purpose punched cards). 


Companies 

W. T. Gilkison, in The Accountants’ 
Journal (N.Z.), January, reviews the 
history of the New South Wales com- 
pany, President Consolidated, leading up 
to its collapse in 1957. The figures 
quoted emphasise the care necessary in 
the assessment of stock and asset values 
for the purpose of providing information 
as a basis for wise managerial decisions. 


Costing 

0. B. Hill, in the N.A.A. Bulletin, 
January, explains “What a ‘Value Analy- 
is Group Can Do to Achieve Cost 
Reduction.” By “value analysis” he 
means principally the analytic study of 
materials and production methods. In 
the same issue, B. P. Hamilton offers 
advice on organisational aspects of a 
cost reduction program. 


Electronic Data Processing 


“Preparing for Random Access Equip- 
ment for Ordnance Inventory Control,” 
by F. F. Oliver, N.A.A. Bulletin, Jan- 
vary, deals with the selection by the 
US. Army Ordnance Corps of electronic 
equipment to handle its inventory func- 
lions. Particular attention is paid to 
the problem of serial access versus ran- 
dom access storage. 


In the same issue, R. G. McQuillan 
describes the mechanisation of an ac- 
counts payable department. Interesting 
features include the keeping of a com- 
mitments ledger card for each vendor, 
posted simultaneously with the drawing 
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of the cheque; an addressograph plate, 
attached to the vendor ledger card, used 
for addressing the cheque; and fhe use 
of data-capturing equipment attached to 
the accounting machine to permit sub- 
sequent analysis of the information by 
means of punched cards. 


Inventory Control 


In the January issue of The Account- 
ants’ Journal (U.K.) a report is given 
of the Electronic Computer Exhibition 
held from 28 November to 4 December, 
1958, in U.K. At the same time a 
Business Computer Symposium was held 
at which twenty-two papers were pre- 
sented at six sessions. Summaries of 
fifteen of these papers are given and 
cover such topics as Payroll and Pro- 
duction Applications, The Computer as 
an Aid to Production Management, and 
Inventory Control. 


“Serving Sales Through Planning of 
Production and Inventory” is the title 
of a valuable accounting practice report 
which accompanies the January issue of 
the N.A.A. Bulletin. Summarising the 
practices of forty-seven manufacturing 
companies, it describes how they (1) 
adapt their annual sales budgets to the 
(usually) shorter production planning 
period, (2) establish desired stock quan- 
tities, (3) arrange operating levels to 
correspond to goals set in these two 
ways, and (4) maintain oversight to 
make sure that the production is forth- 
coming. 

In the N.A.A. Bulletin, January, W. 
Kennon explains how the Ford Motor 
Company uses statistical methods to cal- 
culate the risk of running out of stock 
of a replacement part, and to establish 
optimum inventory levels for its twenty- 
five parts depots throughout the U.S.A. 


Management Accounting 


In The Canadian Chartered Account- 
ant, January, H. C. Grant gives a brief 
outline of the methods of job evaluation 
and its limitations, using an example to 
show the installation of a job evaluation 
program. 





Profit Planning 


Analysis of cost-volume-profit prob- 
lems is made easy by K. R. Rickey in 
“Some Practical Profitability Calcula- 
tions”, N.A.A. Bulletin, December. 


Public Accounting 


After pointing out the numerical pre- 
valence of small business in the American 
economy and listing an analysis of causes 
of business failures, Robert E. Witschey, 
in The Journal of Accountancy, Decem- 
ber, writing on “The Accounting Function 
for Small Business”, discusses the 
opportunities and _ responsibilities of 
public accountants to provide the 
functions required of them by small 
business and the possible development of 
specialisation within the profession. 


Published Accounts 


The Finance and Commerce section 
of The Accountants’ Journal (N.Z.) for 
January contains details of two new re- 
commendations of the New Zealand Stock 


Exchange on published financial state- 


ments of listed companies. The Stock 
Exchange would like extension of the 
practice of publishing interim reports and 
would also like the inclusion in the 
annual reports of a diagrammatical 
breakdown of each £1 of sales, also 
tabulations of details of shareholdings, 
the amount of capital required to provide 
a job for each employee, and the tax 
paid, earnings and annual dividends ex- 
pressed as a percentage of shareholders’ 
funds. Shares of no par value are also 
considered as a means of correcting 
common misconceptions about company 
profits. 


Return-on-Investment 


“Does the Rate of Return Measure 
Business Efficiency?” asks Professor W. 
J. Vatter in the N.A.A. Bulletin, Jan- 
uary. After reviewing the difficulties of 
measuring income and of determining 
the appropriate investment base to which 
income should be related, he concludes 
cautiously that “the rate of return ap- 
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proach should be used with the discre. 
tion that such a measure requires.” 


Small Business 


The Canadian Chartered Accountant, 
January, contains an article by Harold 
Shaffer on “Merchandise Planning for 
the Small Store.” He shows that Jack 
of control is a common cause of failure 
in small concerns and claims this js 
largely because of the lack of specialist 
advice more readily available in large 
firms. He goes on to show numerous 
ways in which the accountant, with his 
broader experience, can help take the 
place of these specialists by introducing 
controls and helping interpret results. 


“Accounting by Remote Control,” an 
article by Henry Dainon in the same 
issue, shows the possibility, through a 
service bureau, of using machine ac- 
counting in businesses too small to de- 
velop their own system. He considers 
the advantages are overwhelming but 
stresses the need to educate both client 
and auditor in the need to develop the 
techniques of accounting. 


Cost Reduction 


B. H. Levy, “Cost Reduction Pro- 
cedures,” Cost and Management, Feb 
ruary, outlines procedures for putting 
cost reduction into operation, from the 
preparatory stage of creating the proper 
psychological atmosphere to the final 
reporting of results. 


Standard Costing 


In The New York Certified Public 
Accountant, February, N. J. Elliott 
writes on “Profit Control in a Job Order 
Industry.” Using a case study of a firm 
manufacturing corrugated board com 
tainers to order, he shows how standard 
costs may be applied to manufacturing 
processes rather than to products. He 
suggests that, in a job-order industry, 
income should be related to production 
at sales value and not to the actual ship 
ment of finished orders. 
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The Future of the Australian Economy— 
An Assessment 


By PROFESSOR DONALD COCHRANE, 


PH.D. (CANTAB), B.ComM., 


Professor of Commerce, University of Melbourne, Victoria 


S most of the problems of Australia’s 

economic future stem from our 
future population growth, it seems to be 
the obvious starting point for this paper. 
Over the past ten years the population 
of Australia has grown at an average rate 
of 242% per annum. The post-war rate 
of population growth has been particu- 
larly rapid when viewed against the rate 
of growth in the inter-war period. 

Immigration has contributed approxi- 
mately 1% of the post-war rate of 
growth of 242% per annum. Immigra- 
tion reached its peak in 1950 with a 
net inflow of 153,000 migrants. With 
the recovery in economic conditions dur- 
ing 1954 immigration was resumed and 
it was decided to maintain a flow equal 
to 1‘@ of the population. In recent gov- 
emment publications the objective of 
immigration policy has been quoted as 
the maintenance of an inflow of 100,000 
migrants a year. 

During the past twelve months, how- 
ever, the net inflow of migrants has 
been only 65,000 and it is difficult to 
set any clear idea of the reason behind 
this slowing down of immigration. While 
itis highly desirable to put a great effort 
into obtaining 100,000 per annum, it 
seems likely that an annual immigration 
rate of 70,000 to 90,000 will be all 
that can be achieved from now on. 

Nevertheless, our population will con- 
lmue to increase rapidly with a steady 
ise in births. Fertility has steadily 
risen in the post-war period. The most 
ueful measure of fertility is what is 
termed the gross reproduction rate. This 





Based on an address delivered at the Con- 
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rate measures the average number of 
female children who would be born to 
women during their lifetime calculated 
on the basis of the current fertility con- 
ditions prevailing for each age group. 
In 1957 the gross reproduction rate was 
1.66 compared with 1.49 in 1947 and 
1.15 in 1941. In other words, fertility 
has increased by approximately 50% 
since 1941 and although it will not go 
on rising indefinitely there are as yet 
no signs of any flattening out. 


This rising fertility has not been re- 
flected in the crude birth rate (i.e. births 
per 1,000 population) owing to the 
small proportion of women of child- 
bearing age at present in the total 
female population. This situation has 
arisen because of the low birth rate 
of the 1920’s and the dramatic fall in 
births during the 1930 depression. Births 
reached their lowest in the years 1932 to 
1935. The babies born in this period are 
now in the 24 to 27 year age group. As 
the females of this group pass through 
child-bearing age they will be followed 
by a steaaily increasing stream of fe- 
males. The war babies will start to move 
into the 20 to 24 age group around 
1960. If current fertility conditions are 
maintained the flow of births is likely 
to expand rapidly and after a while the 
birth rate should start to rise. 


If immigration continues at say 85,000 
a year and current fertility conditions are 
maintained, the population of Australia 
could be between 12 and 13 millions by 
1970 and close to 14 millions by 1975. 
This latter figure indicates that the pre- 
sent population could increase by 40% 
in just over fifteen years. Looking at 
our past growth it can be seen that it 
has taken 20 years to add 40% to our 
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population and it has taken 35 years to 
add the four million we are likely to see 
added in the next 15 years. It is true 
that the average annual rate of popula- 
tion growth in the future will drop slight- 
ly below the rate experienced over the 
past ten years, but on the other hand, 
the future growth is expected to continue 
for a much longer period. 


Let us now look at the movements 
in the work force. During the period 
1947 to 1957 when the rate of population 
growth was 2.5% per annum, the work 
force only increased at the rate of 1.8% 
per annum. This slower rate of increase 
of the work force was one of the factors 
contributing to the labour shortage. Of 
this increase in the work force, no less 
than 1.3% per annum came from migra- 
tion, while the contribution of natural 
increase was only 2% per annum. 


While immigration has been a vital 
factor in adding to the work force in the 
past ten years, the position is about to 
change quite dramatically. From 1960 
the rate of growth of the work force is 
expected to exceed the rate of growth 
of population. While population is ex- 
pected to expand by 40% to 1975 the 
work force is expected to expand by 
50%. Whereas the average annual addi- 
tion to the work force during the past 
ten years has been 64,000 persons, it 
will be approximately 110,000 during the 
next ten years. The increase in the work 
force will not however be constant each 
year. It is likely to rise to a peak of 
about 2.6% per annum around 1965. 


By far the greatest increase in the work 
force will come in the younger age 
groups. Over the next ten years the 15 
to 24 year age group is likely to increase 
at twice the rate of the work force as 
a whole. The proportion of the work 
force aged 15 to 24 years is about 25% 
of the total work force at present, and it 
is likely to rise to 31% by 1970. 


Such a substantial increase in our work 
force is going to create some employment 
problems and unless they are solved satis- 
factorily our immigration policy could 
be jeopardised with, of course, a slowing 
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down of the rate of growth of both popu- 
lation and work force. Accordingly, it 
is necessary for the purpose of this paper 
to discount this possible future outcome 
and concentrate on the more favourable 
prospect in which full employment will 
be maintained and the immigration pro- 
gramme prosecuted with vigour. 


In the Past. 


The post-war period has been one of 
fairly constant inflation. The inflationary 
conditions were the outward symptoms 
of the fact that the demand for goods and 
services has been continually greater than 
the supply of goods and services which 
were being produced under conditions of 
full employment. The high level of de- 
mand arose in the first place as the re- 
sult of the re-equipping of both consum- 
er and business enterprises after the 
restrained conditions of the war. Of re- 
cent years, however, it has arisen from 
the quite natural desire of the com- 
munity to raise its material standard of 
living to as high a level as possible. The 
rapid population growth has stimulated 
this demand while the expansion of hire 
purchase facilities has permitted it to be- 
come effective. As a result a high and 
steadily expanding level of private invest- 
ment expenditure has taken place to meet 
this rising demand. 


In these conditions government re- 
straint has been necessary. This restraint 
has been placed primarily on its own ex- 
penditure, but where it has been necessary 
to undertake increased expenditure the 
government has had to exercise restraint 
on some other sector of the economy to 
prevent the pressure of demand from be- 
ing too strong. This has been achieved 
by means of taxation. Thus taxes were 
imposed not to raise revenue but to re- 
strain private expenditure and prevent 
the inflationary conditions from getting 
out of hand. 


The supplementary budget of 1956 
was imposed to remove the pressure of 
demand that had steadily built up fol- 
lowing the balance of payments crisis 
of 1951/2. The year 1953/4 was 4 
year of rough balance between demand 
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and supply. It was a year in which the 
balance of payments was in equilibrium 
with only slight restrictions on imports. 
With taxation reductions in successive 
budgets and the expansion of hire pur- 
chase activities the economy was push- 
ing against the inflationary barrier in 
1954/5. The excess demand was masked 
by an increase in imports. After an 
unsuccessful appeal by the Prime Minister 
for voluntary co-operation to restrain 
the level of expenditure, measures were 
introduced to restrict imports while taxa- 
tion was increased to remove the excess 
demand. 


As the full impact of the tax increases 
was felt by the economy, demand slowly 
declined to a level that could be ac- 
commodated by the supply of goods and 
services under the tightened import con- 
ditions. Although employment has ex- 
panded a little, unemployment has in- 
creased over the past two years. How- 
ever, during the past few months the 
level of unemployment seems to have flat- 
tened out at about 2% of the wage and 
salary earners in employment and while 
this is not an alarming rate it should not 
be allowed to rise any further. 


With excess demand eliminated and 
a steady expansion taking place in the 
work force for which employment will 
have to be found the first reaction might 
be one of considerable concern. Let me 
be reassuring in this regard. Although 
economists would be the last to pretend 
that economic policy measures can be 
applied with a great degree of precision 
there is nevertheless unanimity of opinion 
that the maintenance of full employment 
does not any longer present a major pro- 
blem. After all, if demand can be re- 
duced by the imposition of taxes, surely 
it can be encouraged to expand by the 
removal of taxation. 


It is, however, precisely this line of 
thought that I wish to combat as the 
appropriate one in the present circum- 
stances. While it would undoubtedly 
provide a feasible solution to the pro- 
blem of employment, it would, in my 
view, be disastrous from the point of view 
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of Australia’s future development and 
future standard of living. 


I mentioned earlier that government 
expenditure had been kept in check from 
the end of World War II to the present 
time. In fact, the ratio of government 
expenditure to total domestic expenditure 
declined from 22% in 1952/3 to 18% 
in 1957/8, while the ratio of expenditure 
on public works has declined from 10% 
to 8% over the same period. Thus gov- 
ernment expenditure has declined by some 
20% relative to the expenditure of the 
private sector of the economy. 


There is accordingly a large leeway 
in government expenditure to be made 
up, and it is imperative that it should be 
made up before any reduction in taxation 
is permitted. A steady increase in gov- 
ernment expenditure will not only pro- 
vide the means whereby the annual ad- 
dition to the work force is gainfully em- 
ployed, but as I shall endeavour to show, 
it will place the economy in a much 
sounder position for industrial expansion 
in the future. 


Over the past few years there has been 
a steady increase in the flow of funds into 
private capital formation. The ratio of 
expenditure on fixed capital to total 
domestic expenditure has been quite 
stable for some four years. As a result 
substantial increases have taken place 
in overall productivity and particularly 
in manufacturing. Non-farm production 
during the past five years has risen at 
just under 5% per annum. With a rise 
in the work force of 2% per annum the 
increase in non-rural productivity has 
been between 2% and 3% per 
annum. It is, however, interesting to ob- 
serve that in 1957/8 when the effects of 
the government’s taxation policy were 
becoming apparent, productivity showed 
a sharp upward movement. The A.N.Z. 
Bank index shows’ that manu- 
facturing productivity rose by more than 
7% in 1957/8 compared with 3% to 4% 
in the two previous years. Manufactur- 
ing productivity in the first seven months 
of 1958/9 is showing an increase of 
almost 5% over the same period in 
1957/8. 
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These figures lend support to the argu- 
ment that continuous inflationary pres- 
sure may not be conducive to produc- 
tive efficiency. It would seem that the 
removal of excess demand and the crea- 
tion of just a little slackness in the labour 
market has done much to stimulate an 
increase in productivity. Furthermore, 
it has assisted to stabilise price and wage 
movements. It is accordingly necessary 
to see that the increases which take 
place in domestic expenditure are suffi- 
cient to take up the additions to the work 
force but not so great as to plunge us 
back into inflation. 


In addition to requiring the right sort 
of economic climate in which to blos- 
som, productivity is affected by a number 
of other factors. Some of these are worth 
listing as the expansicnary measures | 
am proposing will I think have favour- 
able influences on them. These factors 
are: 

The introduction of capital formation 
of an innovational type which will 
generally increase the process of 
mechanisation or automation. 

[The application of scientific and téch- 
nological research into the develop- 
ment of new and improved methods 
of production. 

Improvement in the level of managerial 
skill in its widest meaning, including 
a readiness to use the results of re- 
search of all kinds whether scientific, 
accounting, marketing or administra- 
tive. 

Improvement in the general level of edu- 
cation and technical skill of workers. 

Increased co-operation between man- 
agement and workers. 

Increase in the size of the market per- 
mitting economies of large scale pro- 
duction to be obtained. 

There is little doubt that mechanisa- 
tion has been steadily taking place in 
industry. The high increase in manufac- 
turing production compared with the 
small increase in its work force must 
be partly attributed to this factor. There 
has presumably been a slow but steady 
displacement of labour at the same time 
as an over-all expansion in manufac- 
turing activity has taken place. Thus 
while manufacturing output can be ex- 
pected to continue to grow at a faster 
rate than the output of other sectors in 
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the economy, it is important to realise 
that its absorption of labour will not be 
at the same rate as its output, but at 
something like the same rate as the rest 
of the non-rural economy. 


At present manufacturing employs al- 
most 30% of the work force. It seems 
unlikely that it will absorb more than 
this proportion of the addition to the 
work force and it may well absorb less. 
As primary production will not provide 
an important avenue for employment, 
over 70% will have to be absorbed by 
the service industries, including transport. 
building and construction. 


These facts are so often overlooked by 
the people who criticise the growth of 
employment in the government services. 
Government provides employment for a 
high proportion of the service sector of 
the economy, and if manufacturing is 
taking full advantage of up-to-date tech- 
niques it is appropriate and indeed al- 
most inevitable that government employ- 
ment should expand at a faster rate than 
employment in manufacturing and ac- 
cordingly employment in the rest of the 
economy. It should not be disturbing 
therefore to find fact agreeing with theory, 
and it provides an indication of the 
direction in which the solution of our 
future problems will be found. 


In applying the solution, however, we 
must rid ourselves of many illogical and 
inconsistent attitudes towards the pro- 


duction of government goods and 
services as compared with the pro- 
duction of private goods and services. 
The view that any increase in privately 
produced output is a good thing while 
any increase in government output is at 
least to be viewed with suspicion is 
largely based on superstition, lack of 
community feeling and lack of informed 
comment. For example, the idea that 
it is essential to go on producing more 
cars with more chromium, building petro! 
stations at every corner, but at the same 
time neglecting our roads, seems ridicu- 
lous. It is ideas such as these which make 
it difficult for governments to embark 
on many much needed public projects, 
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and it is high time both the public and 
business realised how unbalanced the 
economy is becoming. 


If the increase in government expen- 
diture were directed mainly towards the 
fields of education, transport, power, 
health and social services, it would have 
important repercussions on the factors 
aflecting productivity enumerated above. 
First, it would provide employment for 
a large part of the annual increase in the 
work force. 


Second, the people so employed would 
use their incomes to expand consumer ex- 
penditure and so provide a larger market 
for industry. Third, it would raise the 
general standard of education as well as 
provide an increased flow of trained re- 
search workers and managers. Fourth, 
by improving the facilities in the field 
of transport and health, and providing 
increased social services, it would sub- 
stantially ease the tensions of workers. 
It would remove many of the frustra- 
tions of travelling to and from work and 
reduce the worries of sickness and old 
age. Fifth, the improvement of trans- 
port and health services would assist to 
lower business costs by reducing the cost 
of traffic hold-ups and the cost of absen- 
teeism through illness. Sixth, with a 
plentiful supply of well trained and skilled 
workers who have happy home condi- 
tions with adequate education and medi- 
cal facilities for their children, Australia 
would be an even more attractive place 
for foreign capital. 


I don’t think it is necessary for me to 
outline the impact that our rising popu- 
lation is going to have on our transport 
facilities. Drastic measures are needed 
fairly quickly to resolve the bottlenecks 
which are becoming more hopeless each 
day. Since the work force will be increas- 
ing at a faster rate than the population, 
this problem is going to become an acute 
one. 


Do I need to outline the sad state of 
affairs in education? I must be honest 
and say that conditions in Victoria are 
worse than in New South Wales, but if 
we are serious in our intentions to main- 
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tain a standard of education equal to 
that of the United States of America and 
Soviet Russia we must move fast. 


With our higher standard of living and 
rapid industrialisation the need to pro- 
vide adequate power is very important. 
The provision of sufficient hospital space 
for the mothers of the future is itself 
going to be a problem, and I need not 
enlarge on the likely requirements on 
account of traffic accidents. 


I must, however, mention the need tc 
look after all forms of pensions and to 
raise child endowment. In other words, 
the young and the old need special at- 
tention. The rates of child endowment 
have not been altered since June, 1950. 
During this period the burden of taxa- 
tion on the family man has steadily risen 
relative to the non-family man. With 
the rise in births there seems to be good 
reason for reversing this trend and in 
doing so it would be tantamount to a re- 
mission of taxes for the family man. 


I have not included housing as a sub- 
ject requiring special attention. The stan- 
dard of housing in Australia is probably 
better than anywhere in the world and 
it has consistently improved in the post- 
war period. This is far from true of the 
other fields I have just mentioned. While 
the housing situation should be watched, 
and if necessary special facilities pro- 
vided, I do not believe it needs any 
special governmental stimulus at the 
moment. It is true that the marriage 
rate will start to increase after 1962, but 
there is no reason to believe that normal 
credit facilities will not be sufficient to 
meet the demand for home building. Cer- 
tainly there will be labour available and 
this is one field that could well provide 
an increasing avenue for employment. 


It would appear that the basic econo- 
mic conditions at present are such that 
an increase in expenditure must be en- 
couraged to ensure that the level of un- 
employment does not increase and that 


increased productivity is encouraged. 
There has been a certain amount of talk 
about excess capacity appearing in a few 
industries. This cannot be very wide- 
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spread as the figures recently released by 
the Commonwealth Statistician indicate 
that planned investment by private busi- 
ness for the six months up to June, 
1959 was 12 per cent. higher than the 
expenditure for the previous six months. 
With expenditure on private investment 
steadily expanding it is imperative that 
the backlog of public works should be 
consolidated as soon as_ possible. 


There would appear to be room for 
a regular expansion of some 4% to 5% 
in national expenditure without pushing 
the economy back into conditions of ex- 
cess demand with the resulting inflation- 
ary spiral. The value of gross national 
product for 1957/8 amounted to 
£5,800m. and will be over £6,000m. in 
1958/9. On this basis an increase in 
expenditure of some £270m. would be 
required in 1959/60, rising steadily 
thereafter. Not all of this has to be 
spent by the government as there will 
be secondary consumption and _ invest- 
ment effects for every £1 of direct gov- 
ernment expenditure. Also wages can 
be expected to rise roughly in proportion 
to productivity and provide a further lift 
to consumption expenditure. 


I do not want to give a detailed analy- 
sis here, but it seems doubtful whether 
government expenditure for Australia as 
a whole could be expanded by more than 
approximately £80m. for economic acti- 
vity to be stimulated by an amount suffi- 
cient to maintain full employment, or at 
least not allow unemployment to be any 
greater than at present. This argument 
assumes, of course, that wool prices do 
not fluctuate too much. 


When shared by education, transport, 
power, health and social services for 
capital and current needs, £80m. is not 
a large amount. Furthermore, the re- 
cently announced plans for the beauti- 
fication of Canberra immediately re- 
moves £11m. a year for five years, leav- 
ing a balance of some £70m. If pen- 
sions were raised by 10/- a week the 
cost would be of the order of £20m. while 
universities could use £15m. to £20m. 
a year. I do not intend to allocate a 
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purely hypothetical sum to be determined 
by the joint decisions of Commonwealth 
and State governments to its various 
uses, but I should like to emphasise that 
every effort must be made to tell the 
public and business of the urgent require- 
ments in the directions I have indicated 
so that the ability of the various govern- 
mental bodies to finance the expenditure 
will not be destroyed by a reduction of 
taxation made purely to appease unin- 
formed electors. 


I should like to make some brief com- 
ments on the provision of funds to finance 
the future capital expansion of industry 
and the likely balance of payments diffi- 
culties. 

One aspect of the future which seems 
to be worrying some people is where 
the funds are going to be found for the 
rapid expansion of investment that is 
likely to be needed to absorb the steady 
increase in the annual additions to the 
work force. Just how large the capital 
requirements are going to be is difficult 
to determine. Attempts have been made 
in the past to provide estimates of the 
total capital requirements per migrant. 
Figures of £1,000 and £1,500 have been 
quoted, but just what they mean is diffi- 
cult to say. 

Such figures undoubtedly _ include 
housing needs and some provision for 
work; but do they also include education, 
transport, health, power, etc.? If so, then 
these aspects should be taken care of 
in the increase of government expendi- 
ture already outlined. All I need to do 
here is underline their urgency. 


Housing needs will have to be faced, 
but there does not seem to be any special 
urgency in this regard. A _ substantial 
part of the increase in the work force 
will be youths 15 to 20 years, who will 
be living at home. It is only when they 
marry that the housing needs will become 
apparent. But while the marriage rate 
will rise rapidly it should do so fairly 
smoothly so that provided credit is made 
available there should be no shortage of 
labour to undertake the building opera- 
tions. Housing construction in 1958/9 is 
some 7% higher than in 1957/8. 
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The important capital requirement 
therefore is the expansion of business in- 
vestment that will be needed to ensure 
ready employment and also provide a 
steady growth of productivity. I do not 
intend to put a precise figure on these 
requirements, but I should like to 
remind you that these requirements 
are marginal. They will not often 
involve complete new factories but 
additions to plant and equipment and 
extensions to buildings. Only now and 
then will they involve new factories and 
when they do someone else will be able 
to take over the old factory. Non-private 
building construction is at present run- 
ning at an extremely high level. If it 
were to continue at even a slightly in- 
creased level and equipment were ex- 
panded by 20% per annum, the increase 
in private fixed capital formation per 
annum would only be in the first in- 
stance of the order of £50m. to £60m. 
on a total annual investment of some 
£450m. to £500m. 


As long as we have a little unemploy- 
ment we can be fairly sure that bank 
credit will be available freely. During 
the twelve months to March, 1959, re- 
leases amounting to £75m. were made 
from special accounts for the purpose 
of raising the liquidity of the trading 
banks and encouraging an expansion of 
advances. Bank advances have risen by 
£23m. over the same period, and the 
liquid assets ratio of the trading bank is 
still very high, indicating there is room 
for a further expansion of credit if 
required. 


Also there has been little difficulty in 
raising funds from the investing public 
in recent months. New capital raisings 
by companies listed on the Australian 
Stock Exchanges have steadily expanded 
inthe past year. In the December quarter 
of 1958 they were £57.4m. compared 
with £28.4m. in the same quarter of 
the previous year. 


It may, however, be time to reintro- 
duce the high initial depreciation charges 
that were allowed for taxation purposes 
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immediately after the last war. This would 
encourage the scrapping of obsolescent 
plant, and the introduction of more effi- 
cient capital equipment as well as pro- 
viding a source of finance. 


If we are developing with a continual 
pressure of excess demand there is little 
doubt that an apparent shortage of capi- 
tal will make itself felt. In this case the 
economy will have to be run on the brake 
with restrictions on credit. This is, of 
course, only another argument for not 
relaxing taxation in our present circum- 
stances until it is clear that the future 
expansion of private and public invest- 
ment does not push us back into inflation. 


Finally, I should like to say a few 
words about the balance of payments. 
With steady development there is always 
a tendency towards excess demand which 
in turn overflows into imports and pro- 
duces a balance of payments deficit. For 
some years now we have had an annual 
inflow of capital between £100m. to 
£130m. The year 1958/9 is likely to 
show an inflow of some £180m. to 
£190m. This inflow has been of con- 
siderable importance to Australia’s de- 
velopment and we should do everything 
possible to ensure its continuance. It is, 
however, unlikely to remain at this year’s 
level and despite the high capital inflow 
our international reserves will run down 
by some £30m. to £50m. this year. 


As there is little hope of import de- 
mands being reduced, and in fact they 
will tend to expand roughly in propor- 
tion to the increase in national product, 
the only way out of our balance of pay- 
ments difficulties is to expand our ex- 
ports. The alternative is, of course, a 
further tightening of import controls lead- 
ing inevitably to an exchange devalua- 
tion. 


It is far from easy to suggest simple 
measures to expand exports. Businesses 
find it is much easier to sell in the home 
market than to sell abroad. This again 
raises the question of excess demand. 
So long as excess demand is permitted 
in the domestic economy there is no in- 
centive to export. Accordingly, the elim- 
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ination of excess demand is not only 
essential for relieving the pressure on 
imports, but it also provides an encour- 
agement to businesses to export and take 
advantage of the world demand. This is 
yet another reason for retaining our taxa- 
tion structure. It may, however, be worth- 
while investigating a method whereby 
firms may get a rebate in payroll tax 
according to the proportion of produc- 
tion exported. This is the only field in 
which I should like to see any tax con- 
cessions made. 

I have tried to make a reasonable as- 
sessment of Australia’s economic future 
over the next fifteen years. A large in- 
crease in the work force seems inevit- 
able, but whether the associated capital 
expansion in both the public and private 
sectors will take place is still to be deter- 
mined. With the wrong or even a weak 
government policy we could quickly run 
into difficulties and stagnate. 


However, if governments can be en- 
couraged to embark on the plans that 


have been suggested not only would full 
employment be maintained but the de- 
mand for the output of goods and ser- 
vices from the private sector of the eco- 
nomy would expand along with govern- 
ment expenditure and so provide the 
condiiions for a steady rise in producti- 
vity. Within the space of a few years 
the increases in productivity would en- 
able the government to reduce taxes with- 
out any inflationary fears. In these cir- 
cumstances it is possible to envisage a 
lowering of the working week by two 
to four hours, and a raising of real in- 
come in the community by 30% to 40% 
in the next fifteen to twenty years. 


We must be prepared for and actively 
seek bold and imaginative planning in 
the public sector of our economy. Above 
al! we must not be selfish and look for 
small private taxation gains at the ex- 
pense of large community benefits. If 
the development of this country is not 
important for us we cannot expect gov- 
ernments to consider it so. 





QUEEN’S BIRTHDAY HONOURS 


OUR congratulations are extended to the 

following members of the Australian So- 
ciety of Accountants whose names appeared 
in the Birthday Honours list. 


SIR EDGAR BARTON COLES, Kt., 
A.A.S.A., of Melbourne, deputy chairman and 
managing director of G. J. Coles & Co. Ltd., 
has been made a Knight Bachelor for his 
public and philanthropic service. 

SIR HERBERT LEON TROUT, Kt., 
F.A.S.A., of Brisbane, has been made a Knight 
Bachelor for his public service. He is chairman 
of directors of Barnes Engineering Pty. Ltd. 

MR. ROBERT JOSEPH WEBSTER, 
C.M.G., C.B.E., M.C., F.A.S.A., of Clifton 
Gardens, New South Wales, managing director 
of Bradford Cotton Mills (Austral)- Pty. Ltd., 
has been made a Companion of St. Michael 
and St. George in recognition of his services 
to the Australian textile industry. 

MR. DAVID JOHN MUIR, C.M.G., 
F.A.S.A., Agent-General in London for Queens- 
land, has been made a Companion of St. 
Michael and St. George. 
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MR. NEAL C. McCUSKER, C.BE., 
A.A.S.A., New South Wales Commissioner for 
Railways, has been awarded the C.B.E. (Com- 
mander of the British Empire, Civil). 


MR. JAMES ALFRED WATERWORTH 
STEVENSON, O.B.E., A.A.S.A., of Sydney 
has been awarded the O.B.E., (Order of the 
British Empire, Civil), for his public services 
He was formerly Commonwealth Jute Con 
troller and chairman of the Flax Production 
Commission. 


MR. CHARLES WALTER WILLIAM 
BARLOW, M.B.E., A.A.S.A., of Elsternwick 
Victoria, has been awarded the M.B.E. (Mem- 
ber of the British Empire, Civil). He is secre- 
tary of the Taxation Board of Review, No. 2 


MR. ERIC ELMORE DIMSEY, M.BE 
A.A.S.A., of Black Rock, Victoria, has been 
awarded the M.B.E. (Member of the British 
Empire, Civil). He was formerly chief = 
vestigation officer, Income Tax Office, Victor 
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Letters to the Editor 
CAPITAL EROSION 


NOTE.—The article entitled “Capital 
Erosion” by R. C. Dalton, published in 
the May issue of the journal (p. 277) 
has prompted three Melbourne members 
of the Society, Messrs. H. Shaw, M. 
G. Sterns and S. R. Forell (who have 
been engaged jointly on research into 
the subject of capital erosion), to make 
the following comments.—Ed. 


The Editor.—Sir, 


was interesting to read the forthright 

article by R. C. Dalton, in the May issue 
of The Australian Accountant, and we feel 
that a few comments in relation to stock 
valuations would prove both useful and stimu- 
lating. 

Accounting has largely departed from the 
stage of being simply a collection of financial 
data depicting seemingly exact results. It 
has evolved, more and more, as a tool of 
management and on which managerial de- 
cisions are based. It is therefore well to 
bear in mind that in this role, accountants 
should prepare and present financial data in 
the form in which they are most useful for 
the particular purposes they are designed 
to serve and for which they are to be used. 
Obviously, this requires the elimination, wher- 


ever possible, of all distortions which would 
be likely to give misleading results to all 
but the initiated. 

Solution 11 in Mr. Dalton’s illustration is 


one method, viz.: F.I.F.O., and one method 
only, of ascertaining the cost of goods sold. 
Indeed, this method has now generally been 
superseded by the average cost or L.LF.O. 
methods, and the decision as to which is the 
more annropriate would depend entirely on 
the circumstances of each individual case. 
Taking the example used in the article re- 
ferred to, we obtain the results shown in 
Table 1. 

We can now see that the use of “current 
income” is not such a radical departure from 


so-called conventional accounting as would 
appear at first sight, but is rather a refine- 
ment of the L.I.F.O. method and is well 
in accord with accounting principles and 
practice. 


Turning to another point raised by Mr. 
Dalton, whilst it is true that each subse- 
quent purchase of stocks can be termed 
“Replacement Stocks”, it is equally true that 
in a practical sense, it is undesirable that 
the physical volume of stocks should be dimin- 
ished without a corresponding gain in cur- 
rent assets, which is precisely what would 
happen in replacing stocks at higher prices 
unless additional funds are provided. Thus, 
stocks can be deemed an item carried for- 
ward in total volume each year and is thus 
analogous with any other item the preser- 
vation of which as a source of funds is 
necessary for the purchase of the same quan- 
tity of goods disposed of, at the higher 
prices, or its replacement, at the higher 
price. Furthermore, whilst it may be truce 
that “at most, inflationary or deflationary 
effects cannot build up for more than a few 
weeks”, it does not necessarily follow that 
they cannot accumulate for an _ unlimited 
period as, indeed, they do, because each 
build up is successively followed by a further 
build up, as the following example will illus- 
trate: — 


Assume physical stock replacement is 1,000 
units per annum and the rate of money value 
decline is 4% per annum, then the funds 
required in each successive year to replace 
the stocks disposed of, are as follows:— 


FUNDS 
YEAR. REQUIRED 


100,000 
104,000 
108,160 
112,486 
116,985 
121,664 
126,531 
131,592 
136,856 
142,330 
148,023 


Stock at start 
Replacement: 


” 


SeCOAIAUAWNW 


— 


TABLE I. 





Stock at start 
Purchases 
Less stock at end 


Cost of goods sold 
Gross profit 


Sales 


—. 


L.LF.O. 


100,000 
410,000 


F.LF.O. 


100,000 
410,000 


Average Cost. 


100,000 
410,000 


Units. 
1,000 
4,000 





$10,000 
100,000 


5,000 510,000 
1,000 104,000 


510,000 
102,000 





408,000 
99,500 


410,000 
97,500 


4,000 406,000 


101,500 





4,000 507,500 507,500 507,500 
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This, of course, means that the additional 
funds provided out of what would otherwise 
have been included as gross profits, would 
not become secret reserves, but would be 
required actually to maintain the same phy- 
sical quantity of stocks at the higher prices. 


To sum up, therefore, we may say, with 
some justification, that the use of properly 
computed adjustors to determine a more 
realistic and a more useful (to management) 
figure of gross profit is quite rightly a func- 
tion of accounting and as such, serves to 
maintain financial stability, assists managerial 
planning and fosters confidence in the use 
of such data as a basis for sound managerial 
decisions. 

H. SHAW 
M. G. STERNS 
S. R. FORELL 


+ 


BASES FOR CAPITAL 
EXPENDITURE DECISIONS 


The Editor.—Sir, 

May I be permitted to add two additional 
discounting techniques to the ones admirably 
described in the above-named article in your 
May issue? 

A not infrequently occurring situation is 
that where earnings (gross or net) in respect 
of a particular project decline by equal annual 
amounts over its lifetime. For evaluation pur- 
poses at the outset, anyway, this could often 
be justifiably assumed, and would enable the 
rate of return to be readily calculated by 
means of a formula which is: 

Present worth of earnings (— cost). 

— 100. 

= Annual decrease in earnings X (n— 

present value of 1 p.a. for n years). 

— Rate of return. 
where n is the estimated project “life”. 

Example: Cost of project £2,000; earnings 
£500 in first year decreasing by £50 each 
year, earnings ceasing after ten years. 

2000 

— 100 

= 50 x (10 — present value of 1 p.a. for 
ten years). 

— Rate of return. 

At 9% the right hand side equals 19.90 so 
that the rate of return is a little under 9%. 

This method can be a valuable time saver 
particularly where the project “life” is a 
long one. 

The second suggestion deals with estimated 
net market value of projected investment at 
the end of its estimated earning life. 

The discounted value of such amount (if 
any) may be added to the discounted earn- 
ings to obtain a full picture of total project 
income. 
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Suppose that Project A in the article had 
an estimated market value after five years of 
25% of cost, i.e., £500, its present worth 
would be increased (at a rate of return of 
10%) by 

500 X 62 = £310 


The rate of return should therefore be 
adjusted to allow for this addition and would 
be actually increased to 16% (instead of 
10%). 

D. MENZIES, B.A. (Oxon), F.IA., 


Resident Actuary, New South Wales Branch. 
The National Mutual Life Association of 
Australasia Limited. 


NOTE.—In the article referred to the 
market value at the end of five years was as- 
sumed to be nil.—Ed. 


_ 


POSTAL CLEARING SERVICE 


Dear Sir, 

I have read with interest the article on the 
Postal Clearing Service published in your 
March issue. 

By the use of simple illustrations the authors 
have presented a case which favours the postal 
clearing service of effecting payments. Whilst 
they have highlighted the differences which 
exist between the system in operation in Aus- 
tralia and that in operation in European 
countries, they have not endeavoured to seek 
an explanation for the reasons leading to these 
differences. 

It may be of some interest to know that 
the postal clearing service or post giro, as it 
is also commonly known, had its beginnings 
in Austria, where, in 1883, the Post Office Sav- 
ings Bank, finding itself short of funds, en- 
deavoured to find a means of attracting funds 
other than ordinary savings bank deposits 
Merchants and other industrial enterprises were 
encouraged to use the facilities of the Post 
Office Savings Bank and, in return, they were 
authorised to draw cheques on their savings 
accounts. As a further development, the ac- 
count holders were allowed to indicate, on 
the back of their cheques, the names and ad- 
dresses of people who held accounts with the 
savings bank, and to whom they wished to 
send money. Thus, the foundation was laid 
for what is now know as the post giro 0 
postal cheque service. The system spread rap- 
idly all over Europe. In 1918 the French and 
Belgian post offices adopted the service, and 
in later years other countries followed. 


Despite the growth and continued popularity 
of the giro system on the Continent, it has 
found no favour in the United Kingdom, 4 
most certainly because in that country there 
has existed a highly developed nucleus 0 
cheque-paying banks with large branch net- 
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works. ‘The clearance of cheques and the re- 
turn of dishonoured cheques is governed by 
strictly observed codes of procedure, and not 
only is the cheque almost universally accepted 
as a medium of exchange, but holders for 
value have statutory protection for their rights. 
In this atmosphere it would seem that 
people generally have found the cheque a con- 
venient and satisfactory method of effect- 
ing payments. On the other hand, in Ger- 
many for instance, the cheque is not a trusted 
instrument to some extent because the law 
covering cheques is inadequate, and fur- 
ther because the wide range of banking insti- 
tutions of varying sizes and with varying 
spheres of representation has presented prob- 
lems of some magnitude in finding ways and 
means for the speedy clearance of cheques. It 
is obvious in such circumstances that the giro 
transfer method of effecting payments would 
tend to grow in popularity. 

In Australia, the public is fortunate in hav- 
ing a strong banking system, comprising large 
cheque-paying banks, almost all of whom have 
nationwide representation. Not only are there 
established practices covering the clearance 
of cheques, and the return of dishonoured 
cheques, but the charges for keeping current 
accounts are still extremely low in relation to 
the actual costs involved. Australian bank 
charges are probably the lowest in the world 
and most banks make a strong feature of their 
keenness to gain small personal cheque ac- 
counts. 

In addition, bank customers in Australia are 
able to enjoy a wide range of ancillary services, 
many of them free or at small cost. Aus- 
tralian banks also provide personal overdrafts 
at rates of interest which are low compared 
to rates in continental countries, and have 
built up a tradition of personal service to 
their customers over many years. In these cir- 
cumstances it seems unlikely that a _ postal 
clearing service offering only a payments faci- 
lity would be attractive enough to a sufficiently 


large number of people to make its introduc- 
tion in this country worthwhile. 

It should also be remembered that the coun- 
tries in which the giro system is established 
are relatively small, densely populated areas 
providing conditions conducive to the central- 
ised volume processing which is a feature of 
these systems. There are also countries in which 
the branch system of cheque paying banks is 
not highly developed nor particularly well 
suited to the needs of personal banking. 

Australian conditions are entirely different 
and any suggestion that a giro system in this 
country would be more efficient than the cheque 
paying facilities provided by Australian banks 
must be regarded with considerable reserve. 

J. C. KECK, A.A.S.A., 
Pymble, N.S.W. 

The Editor—Sir, We are of the opinion 
that Mr. J. Stewart's suggestions offer a good 
way of overcoming the main objections to 
the introduction of a Postal Clearing Service 
in Australia. 

If, as is suggested, the Clearing Service is 
operated as a joint venture by the private and 
government trading banks instead of by the 
Postal Department the questions of bank 
objections, the necessity for only one service, 
and also, partly at least, the problem of 
surplus staff will be solved. In like manner 
Mr. Stewart's suggestion regarding stamp 
duties should resolve any difficulties in this 
direction. The questions of postage together 
with the handling of bills for collection and 
kindred items could doubtless be settled with- 
out much difficulty. 

With the necessary drive from public bodies 
and interested private parties there appear to 
be no reasons why a postal Clearing Service 
could not be introduced in Australia. 

G. A. FABINY and J. R. MOSSOP, 

(Authors of the article, “Postal Clearing 
Service” which appeared in the March issue 
of “The Australian Accountant”.) 





BOOK REVIEW 


Advanced Accounting Problems—Theory and 


Practice. By I. J. Chaykin, M.B.A., 
C.P.A., and M. Zimering, M.B.A., C.P.A. 
—John Wiley & Sons, Inc., New York, 
1958. 

This American publication covers a large 
area of the accounting field, from the pre- 
paration of financial statements to that of 
cost accounting. The theoretical fundamentals 
of each topic are stated and this is followed 
by a series of graded illustrative problems. 

Chapter ! on the preparation of financial 
Statements is mainly theoretical, discussing 
the items contained in financial statements. 
It is interesting to note the reference to a 
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“retained earnings statement” as well as to 
the conventional revenue statement and 
balance sheet in statement form. The next 
section outlines and illustrates the procedure 
of formation and dissolution of partnership. 


From these elementary topics the text 
moves into a detailed study of bankruptcy 
and receivership accounting. The illustrated 
examples are lengthy and may prove weari- 
some, particularly from the students’ view- 
point. Chapter 7 gives a sound exposition of 
the analysis of financial statements by the 
technique of ratios. The appropriate ratios 
to be used are clearly set out under the 
well-defined headings of Measures of Liquidity, 
Earnings, Equity and Activity (turnover of 
stocks, book debts). Chapter 8 continues 
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with analysis of financial statements through 
funds statements, where the technique of the 

“work sheet” is stressed. A short chapter is 
included on agency and branch accounting. 

The next main topic dealt with is that of 
consolidated statements in Chapters 10-12. 
This subject is taken through a detailed study 
of consolidated income statements. It is 
completed in the final chapter by consolidations 
of companies involving cross-holding of 
shares. This section of the work is supported 
by clear, graded illustrative examples, par- 
ticularly on consolidated balance sheets. 

An interesting section of the book consists 
of two chapters on what is termed “Fund 
Accounting”. This applies to accounting 
associated with (a) governmental units— 
national and state governments, cities, school 
districts; (b) public and semi-public institu- 
tions such as hospitals, libraries, universities 
churches, etc. Fund accounting differs from 
commercial accounting in that there is the 
absence of the profit motive in their activities, 
as well as the necessity of the various in- 
stitutions to comply with the statutes or 
charters under which they operate. The term 
“Fund Accounting” is derived from the pro- 
cedure to set up a number of funds such as 
a general fund (to account for revenues not 
specifically allocated), specific revenue funds, 
bund funds, sinking funds, trust funds. These 
three chapters are well arranged and explained. 
and should be of particular interest to ac- 
countants engaged in keeping the books for 
similar institutions. 

Chapters 16 to 18 cover the field of cost 
accounting commencing at a discussion of 
the three elements of manufacture, through 
job and process cost accounting to standard 
costs. This is a comprehensive cover for a 
text which also includes elementary topics, 
such as the preparation of financial statements 
and partnership accounting. However, the cost 
accounting chapters are introduced by clear 
theoretical explanations interspersed with 
journal entries and accounts, then followed 
by a large number of well-chosen illustrated 
problems. 

The work is completed by a section dealing 
with miscellaneous topics. These include 
actuarial accounting, the retail inventory 
method of inventory pricing, fire losses and 
consignments. 

Generally the book should be useful to 
practising accountants and in some aspects io 
accountancy students. It is the range of 
topics which is likely to cause difficulty, par- 
ticularly to students, as from the Australian 
viewpoint the subjects covered range from 
elementary accounting up to final stage work, 
and may affect attractiveness. However, the 
logical presentation and profuse illustration 
of topics should make it a valuable addition 
to the libraries of teachers, practising ac- 
countants and accountancy institutes. 

C. A. HULLS 


NEW BOOKS 


Recent additions to the Society’s Central 
Library, Melbourne. 


The accountant in public practice. K. L. Milne. 
Sydney: Butterworth, 1959. 267 pp. 


Accounting practices in the petroleum industry. 
Robert H. Irving and Verden R. Draper, 
New York: Ronald Press, 1958. 247 pp. 


Accounts receivable and inventory financing. 
Walter S. Seidman. Ann Arbor: Masterco 
Press, 1957. 149 pp + forms. 


The affluent society. John Kenneth Galbraith. 
Boston: Houghton Mifflin Co., 1958. 368 
Pp. 

Business budgeting; a survey of management 
planning and control practices. Burnard H. 
Sord and Glenn A. Welsch. New York: 
Controllership Foundation, 1958. 367 pp. 


Cases in controllership. Russell H. Hassler and 
Neil E. Harlan. New York: Prentice-Hall, 
1958. 354 pp. 


Cost control through electronic data processing. 
Phil Carroll. New York: Society for Ad- 
vancement of Management, 1958. 32 pp. 


Cost finding for hospitals. American Hospital 
Association. Chicago: 1957. 136 pp. 


Cost reduction at work; a report of successful 
company practices. American Management 
Association. Management Report No. 28. 
New York: 1959. 84 pp. 


Executive's guide to accounting. H. S. Wittner. 
New York: Prentice-Hall, 1958. 318 pp. 


Financing foreign operations; sources of capi- 
tal for U.S. trade and investments. American 
Management Association. Management Re- 
port No. 23. New York: 1958. 163 pp. 


Gold and paper; a history of the National 
Bank of Australasia Limited. Geoffrey 
Blainey. Melb.: Georgian House, 1958. 430 
pp. 


Integrated auditing. Sidney W. Peloubet and 
Herbert Heaton. New York: Ronald Press, 
1958. 272 pp. 


New ways in management training; a tech- 
nical college develops its services to industry. 
Cyril Sofer and Geoffrey Hutton. London: 
Tavistock Publications, 1958. 127 pp. 


Outline of monetary economics. A. C. L. Day. 
London: Oxford University Press, 1958. 
559 pp. 


Overhead costing. R. L. Brummet. Ann 
Arbor: Bureau of Business Research, School 
of Business Administration, University of 
Michigan, 1957. 157 pp. 

Stock control shortage manual. National Re- 
tail Merchants Association. New York: 
1958. 107 pp. 


Work study in the office. Harry P. Cemach. 
London: Current Affairs Ltd., 1958. 166 pp. 
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Progress in Government Accounting 


The accounting function has a vital place in 
the Government’s management of Australia 
and it is gratifying to know that in the keeping 
of the nation’s accounts and in the measure- 
ment and recording of its multifarious acti- 
vities, the most modern electronic and mech- 
anical equipment is used. 


This knowledge has come to us in a most 
attractive form, i.e. the twenty-page brochure 
issued by the Commonwealth Treasury Depart- 
ment. The brochure by prose, pictures and 
diagrams tells a fascinating story; how the 
Treasury and the Commonwealth Bureau of 
Census and Statistics marshal data from all 
parts of Australia and process it, with 
fabulous speed and exactitude, to give a pro- 


duct—the measure of the nation’s activities 
and their consequences—almost as quickly as 
the activities themselves occur. 


This account of some of the ways in which 
the Commonwealth Treasury and the Com- 
monwealth Bureau of Census and Statistics 
are endeavouring to provide the Government 
and the public with faster, cheaper and ac- 
curate digests of financial, economic and social 
facts, strikes a new and refreshing note in the 
field of Government publications. 


The brochure is modernly designed and the 
Government Printer must have been delighted 
that such a fine example of the printer's 
art should carry his imprint. Copies of the 
brochure are available from the Treasury De- 
partment, Canberra. 
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NEWS AND NOTES 


Australian Society of 
Accountants 


SOUTH AUSTRALIA 
May Luncheon 


Over a hundred members were privileged 
to hear a most interesting address by Professor 
Norval Morris, LL.M., Ph.D., Bonython Pro- 
fessor of Law at the University of Adelaide, 
at the Railway Refreshment Rooms of 25 
May, the subject being “The Treatment of 
Juvenile Delinquency in Australia”. Professor 
Morris dealt with his topic on a national basis 
drawing from a wide experience gained from 
his attendance at the first United Nations’ con- 
ference on the treatment of crime and delin- 
quency, and as Australian representative at 
several overseas conferences on this subject. 


Berri Convention 


The South Australian Divisional Council 
was most gratified with the excellent response 
from members in attending the third State 
Convention held at Berri from 29 to 31 May. 
A total of eighty-nine members from city and 
country districts registered in addition to nine- 
teen members of the Upper Murray Branch. 
Also attending the Convention were the Aus- 
tralian President (Mr. R. F. Butt), and the 
General Registrar (Mr. C. W. Andersen). 


The convention dinner was held on Friday 
evening when delegates were welcomed to the 
district by Mr. H. W. King, M.P., Member 
for Chaffey. On behalf of the visitors, the 
State president, Mr. L. H. Duncan, thanked 
Mr. King for his welcome. Later in the even- 
ing, the convention was officially opened by 
Mr. R. F. Butt, President of the Society. 


Following the dinner, a programme of films, 
which included the 1958 Ampol Report, was 
screened by courtesy of Ampol Petroleum Ltd. 


The first technical session, under the chair- 
manship of Mr. J. A. Keenan, was held at 
the C.W.A. Rooms on Saturday morning when 
Mr. Alan Ingham presented a paper on “Con- 
trol Through Statistics and Reporting”. The 
commentators were Messrs. M. L. Dennis, 
chief investigating officer, the South Australian 
Government Department of Industry, and Mr. 
K. D. Stewart, manager of the Forward Plan- 
ning Department, Pope Products Ltd. Mem- 
bers participated freely in the general dis- 
cussion which followed. A summary of the 
proceedings by Mr. Ingham completed the 
session. 

On Saturday evening, the State vice-presi- 
dent, Mr. D. P. Williams chaired a domestic 
forum on the question whether the Society 
should expand its activities by conducting post 
diploma examinations in specialist fields. The 
subject was introduced by Mr. L. A. Braddock, 
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a member of General Council and of the 
Education Committee of the Society. The case 
for the proposal was put by the General Regis- 
trar, Mr. W. Andersen, and the case 
against by Mr. G. F. George, who formerly 
represented South Australia on General Coun- 
cil. The arguments put for and against the 
proposal gave a good basis for the keen dis- 
cussion which followed. Mr. L. A. Braddock 
summarised the various points raised in con- 
cluding the forum. 

The Sunday morning session was chaired by 
Mr. R. S. Howland. Mr. C. C. Ringer pre- 
sented a paper on “Accounts Payable Proced- 
ures” compiled as the result of twelve months’ 
work by the research group studying this sub- 
ject. A panel comprising Messrs. A. W. 
Edwards, C. W. Ireland, W. A. Johnston, and 
K. M. Leske, members of the Group, answered 
questions put to them by those present. 

Before closing the convention, the State 
president, Mr. L. H. Duncan, invited Mr. 
R. F. Butt to address members. Mr. Butt paid 
tribute to the South Australian Divisional 
Council for the manner in which it had organ- 
ised the convention, and members for the 
manner in which they had supported the 
Divisional Council. 

Presentation of Certificates 

The State president, Mr. L. H. Duncan, and 
members of Divisional Council invited mem- 
bers admitted and advanced in status since 
November 1958 to receive their certificates at 
a function held at the Burnside Town Hall on 
18 May. Following the presentation of certi- 
ficates and an address by the State president, 
members and their guests were entertained by 
the screening of the film, “Antarctic Cross- 
ing” loaned by courtesy of BP Australia Ltd., 
and a pleasant evening concluded with supper 


Personal 

Mr. G. W. Sneddon, F.A.S.A., has been 
appointed general manager of Master Butchers 
Ltd., Adelaide. Consequent upon this ap- 
pointment, Mr. Sneddon has accepted appoint- 
ment as a director of Woolscourers (S.A.) 
Ltd., Waymouth Guarantee & Discount Co. 
Ltd., and managing director of Ambco Ltd. 
He is also chairman of the South Australian 
Board of Australian and International! In- 


surances Ltd. 
VICTORIA 


Monthly Luncheon 

Mr. Basil Atkinson of the Australian Nation- 
al Travel Association entertained members 
and friends with an address entitled “Tourism 
Is Big Business” at the June luncheon held at 
the Victoria Ltd. on 9 June. Mr. Atkinson 
outlined the beneficial effect on the Australian 
economy of the increasing number of overseas 
tourists visiting Australia and the plans of 
the Australian National Travel Association (a 
Government sponsored organisation ) to foster 
interest in Australia as a tourist attraction and 
to cope with the anticipated increase in tourist 
business. 
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Current Accounting Forum 


Professor L. Goldberg, B.A., M.Com., 
FA.S.A., Gordon L. Wood, Professor of 
Accounting, University of Melbourne, was the 
speaker at the June meeting of the Current 
Accounting Forum held in the general meeting 
room at the Chamber of Manufactures Build- 
ing, 312 Flinders Street. Professor Goldberg 
spoke on the topic “Sources and Uses of 
Funds” and his remarks prompted a great 
deal of discussion and an exchange of know- 
ledge which demonstrated the great help 
obtained by members who attend these meet- 
ings. 


Mr. W. P. Round, cost accountant, Brad- 
ford Cotton Mills (Austral) Pty. Ltd., was 
the speaker at the July meeting of the 
the Current Accounting Forum, held on Wed- 
nesday, 8 July, at 5.45 p.m. His subject was 
“Cost Reduction and Control”. 


Annual Convention 


As indicated by the notice on this page 
the annual convention of the Victorian 
Division will be held from the evening 
of Friday, 28 August to Sunday, 30 August, 
1959 at the Administrative Staff College, 
Mount Eliza. Members should not miss this 
opportunity to improve their knowledge of 
the latest trends in accounting thought and 
practice, and to enjoy the companionship of 
fellow accountants under ideal conditions. 


Personal 

Mr. W. T. Axford, A.A.S.A., has been ap- 
pointed manager of the Bank of New South 
Wales, Melbourne. He was latterly southern 
inspector (N.S.W.) and supervisor of the 


“Wales” Savings Bank. He is well-known in 
Melbourne financial circles as he was assist- 
ant manager, Melbourne, several years ago. 


Mr. Louis H. Watkinson, F.A.S.A., has been 
appointed accountant and deputy registrar 
of the Victorian Licensing Court. 

Mr. H. G. Tredinnick, partner of Messrs. 
Edward Ward & Co., stock and sharebrokers, 
Melbourne, left on 30 June for London and 
New York on a business trip to the firm’s 
overseas associates. 

Messrs. M. Stanton and C. Hough, public 
accountants, have admitted Mr. Ernest John 
Usher to partnership. 


BALLARAT BRANCH 
Taxation Lecture 


Representatives of the Ballarat Law Asso- 
ciation, accountancy students from Mary- 
borough and a large number of members and 
students of the Branch were present at a 
meeting held on 29 June under the chairman- 
ship of Mr. Neil Crouch, chairman of the 
Branch Council. 

The guest speaker was Mr. F. P. Burke, 
B.Com., Dip. Pub. Admin., A.A.S.A., a mem- 
ber of the Appeal Staff of the Victorian 
Branch of the Taxation Department. Mr. 
Burke took as his subject, “Income Tax”, div- 
iding the talk into three sections; the nature 
of income, deductions which are allowable and 
remedies available through objection and 
appeal if one is not satisfied with an assess- 
ment. By summarising a comprehensive 
variety of cases and Board of Review decisions, 
Mr. Burke gave a most informative and in- 
structive survey of these points. A number of 





VICTORIAN STATE CONVENTION 


The Victorian Division of the Society 
will hold a convention at the Australian 
Administrative Staff College, Mt. Eliza, 
commencing on Friday evening, 28 
August and finishing at midday on 
Sunday, 30 August, 1959. 


The theme of the convention will be “The 
Accountant’s Contribution to Profitable Man- 
agement”. 

Friday: PROGRAMME 
Speaker: Mr. K. C. Clarke, Sales Director, 
Australian Motor Industries Ltd. 


Subject: “The Accountant’s Contribution to 
Profitable Sales Management”. 


Saturday: 
Speaker: Dr. H. F. Craig, Director, Summer 
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School of Business Administration Univer- 
sity of Melbourne. 

Subject: “A Case Study Involving Accounting 
for Return on Investment in an Australian 
Situation”. 

Speaker: Mr. Stanley Korman, 
Director, Stanhill Pty. Ltd. 
Subject: “The Accountant’s Contribution to 

Profitable Management.” 

Sunday: 

Speaker: Mr. R. R. Walker, Executive Direc- 
tor, Aviation Ansett Transport Industries 
Ltd. 

Subject: “Budgeting and Accounting for Pro- 


Managing 


Speaker: Mr. G. Leckie, Treasurer, Gas & Fuel 
Corporation. 

Subject: “Modern Management of a Public 
Utility Puts the Accountant in His Place”. 
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questions were dealt with at the close of the 
lecture. 


The advisory officials visiting Ballarat from 
the Taxation Department, Messrs. J. Benson 
and J. Kerin, were also present. A vote of 
thanks to the speaker was moved by Mr. T. 
Barnes, a member of the branch Council. 


Office Equipment Inspection 

Nearly 50 members of the Branch attended 
a demonstration of mechanical aids used in 
the office of M. B. John and Hattersley Ltd. 
at Ballarat on 8 June. The chairman of the 
Ballarat branch of the Society, Mr. N. A. 
Crouch, who is secretary of M. B. John and 
Hattersley Ltd., welcomed the visitors who 
formed into groups for the tour of inspection. 


Equipment demonstrated included the latest 
type of fully automatic accounting machine, 
various types of calculators, a teleprinter, and 
many other modern office aids in daily use. 


During supper, Mr. R. D. Mosman, deputy 
chairman, thanked Mr. Crouch and the com- 
pany for making possible an interesting and 
educational evening. 


QUEENSLAND 


Educational Activity 


Accountants continually face the problem 
of how to treat expenditure on such items as 
repairs and renewals so that their action will 
not conflict with the Tax Commissioner’s view 
on this matter. To help clarify this problem 
the May lecture arranged for Brisbane mem- 
bers was entitled “Distinctions Between Capital 
and Revenue Expenditure from a Taxation 
Point of View”. The address was delivered 
by Mr. G. C. Townson, A.A.S.A., a member 
of the firm of Messrs. A. J. Thompson, Webb 
& Co., public accountants. Mr. Townson, who 
is a practitioner with many years’ experience 
in taxation matters, supplemented his personal 
knowledge with the relevant decisions made by 
the Boards of Review and the High Court. 


NEW SOUTH WALES 


Personal 

Mr. H. P. Conti, F.A.S.A., admitted Mr. 
G. H. Paul into partnership as from 1 July. 
The practice will be conducted at Central 
Chambers, 270 Conadilly Street, Gunnedah 
under the firm name of H. P. Conti, Paul & 
Co. 

Messrs. Frank Clune and Son have admitted 
Mr. R. A. Johnston into partnership. The 
name of the firm will remain unchanged. 


Mr. T. F. W. See, F.A.S.A., is now con- 
ducting his practice at the Bank of New South 
Wales Building, 450 Sussex Street, Sydney. 
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BROKEN HILL BRANCH 


The following office-bearers have been ap. 
pointed for the ensuing year:—Branch chair. 
man: Mr. R. H. Nankivell; Branch vice. 
chairman: Mr. J. O. Nicholson. 


Mr. J. F. Field who has been hon. secretary 
of the Branch since its formation has resigned 
due to increasing pressure of work, and Mr. 
J. M. Morris, assistant accountant, Zinc Cor. 
poration, has been appointed to fill the vacancy, 
Mr. Field will continue to take an active in- 
terest in the affairs of the Branch having been 
elected to the Council. 


Copies of Queensland Land Tax Return Forms 


The New South Wales Commissioner of 
Land Tax has supplies of Queensland Land 
Tax return forms and sale notices. Any 
New South Wales members requiring Queens- 
land forms may obtain them upon _ personal 
application at the Land Tax Office, Mint 
Buildings, Macquarie Street, Sydney but no 
distribution by post will be undertaken 
Queensland Land Tax returns must be lodged 
by 30 September next. 


WESTERN AUSTRALIA 


Luncheons 


At the first Perth luncheon held on 1/4 
May, the speaker was Dr. R. George, Ph.D. 
B.Sc., and his subject was “The Love Life of 
a Crayfish”. Dr. George, who recently re- 
ceived his Doctorate for his studies of crayfish 
with the Commonwealth Scientific and In- 
dustrial Research Organisation, gave an in- 
teresting talk on the life cycle of crayfish in 
Western Australian waters. 


The luncheon held on 11 June, was 
addressed by Mr. H. Roberts, M.A. (Oxon.), 
Director of Adult Education, his subject being 
“Peddling Knowledge for Pennies”. Mr 
Roberts returned to Western Australia two 
years ago after seventeen years in America, 
where he was Professor of Adult Education 
at Iowa University. He outlined the work of 
the Adult Education Board especially in coun- 
try areas. At the luncheon, Mr. J. M. Groom, 
vice-president of the Society, presented cer 
tificates to newly admitted members. 


At the second luncheon at Fremantle, Brig 
R. Teague, a former ranger on big game reser- 
vations, gave an interesting and entertaining 
talk entitled “Sidelights on Big Game Hunting 
in South Africa.” 


Personal 


Public Service Commissioner, Mr. K. J 
Townsing, A.A.S.A., has become Under: 
Treasurer and Mr. R. J. Bond, A.A.S.A., has 
been appointed Public Service Commissioner 
He was previously Under-Treasurer. 
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Australasian Institute of Cost Accountants 


WESTERN AUSTRALIA 


First Convention 


The first Convention of the Western Aus- 
tralian Division was held on Saturday, 6 June, 
at the Cottesloe Civic Centre, Claremont, 
under the chairmanship of the State president, 
Mr. A. Jones. 

The full day convention, the theme of which 
was “Costs and Efficiency” was well attended 
by members and proved highly successful. 


Mr. W. H. Duirs, F.C.A.A., president of 
the Institute, welcomed members and intro- 
duced the Minister for Industrial Develop- 
ment, the Hon. C. W. Court, O.B.E., F.A.S.A.., 
M.L.A., who officially opened the convention. 

The first technical paper, “Organisation and 
Methods as a Means of Reducing Costs” was 
given by Mr. Jarman, A.A.S.A., 
AC.A.A., who gave a number of practical 
examples drawn from his experience to illus- 
trate his remarks. He also screened a film 
to illustrate the need for organisation and 
methods as an aid to the reduction of costs. 


Mr. D. Frearson, A.A.S.A., A.C.A.A., 
opened the afternoon session with a paper 
entitled “Cost Reduction Methods in Produc- 
tion Situations”. He stated that with the in- 
creased development of mechanised account- 
ing, electronics and automation, management 
will, within not too many years, have little 
use for the “wizard of figures”, and recom- 
mended that cost accountants should come to 
regard themselves as the “Physicians of Com- 
merce”, and concentrate more on the personal 
aspect of business as the means to greater 
productivity and consequent reduction of costs. 

Mr. K. J. Arkwright, A.A.S.A., A.C.A.A.., 
presented the second of the afternoon’s papers 
entitled “Differential and Marginal Costs as a 
Guide to Efficiency”. He stated that marginal 
costing was a simple guide for finding the 
economic answers to a number of real prob- 
lems and enumerated the steps to be followed 
to achieve this. The speaker also offered a 
number of mathematical equations enabling 
an investigator to fix the salient points of an 
efficiency graph. 

A buffet dinner at which an address by 
the State president, Mr. A. Jones, was delivered, 
and a programme of films completed the con- 
vention activities. 

All agreed it had been a rewarding and in- 
formative day and looked forward to meeting 
again at the next convention. 


VICTORIA 


Activities Committee 


Mr. W. L. Dick, secretary, Malcolm Moore 
Industries Ltd. has joined the Activities Com- 
mittee. For the six months ending December, 
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1959 an excellent programme has again been 
arranged. It includes three lectures, one of 
which will be given by the Australian Presi- 
dent of the Institute under the title “Opera- 
tions Research”. Visits have been arranged 
to the factories of H. J. Heinz and Carlton & 
United Breweries, and the National Cash 
Register Co. is arranging a preview of elec- 
tronic data processing. 


Controlling and Reducing Office Costs 


The first lecture in this series drew a capacity 
audience and many members were unable to 
gain admittance. The lecture was given by 
Dr. Robert W. Field, vice-president, Paul 
Mulligan & Co. Inc. of New York on the sub- 
ject of controlling and reducing office costs. 


Factory Visit 

A party of over 50 members visited the 
Fishermen’s Bend factory of General Motors- 
Holden’s Ltd. on 10 June. Before inspecting 
the mechanised foundry and machine shops 
the party was shown a colour film of the manu- 
facturing activities of the company. After 
the tour of the plant an outline of the cost 
accounting procedures and control techniques 
was given by executives of G.M.H. 


Textile Industry Group 


Twenty-two members attended the first meet- 
ing of this discussion group held last month, 
under the chairmanship of Mr. J. Dunstan of 
Furnishing Textiles Pty. Ltd. Lively discussion 
took place on the application of budgeting 
techniques to the textile industry. Any mem- 
bers interested in attending the regular monthly 
meetings of this group should contact the State 
Registrar. 


Research Committee 

The research being undertaken on “Report- 
ing to Lower Levels of Management” is creat- 
ing considerable interest particularly in those 
companies which are not using reports of this 
nature. A questionnaire has been sent to over 
500 companies seeking details of the type of 
reporting being used in Australia. 


Tariff Board Panel 


A consultative panel of Victorian members 
has been set up at the request of the Com- 
monwealth Tariff Board to assist the Board in 
matters relating to the preparation of costs 
in cases submitted for tariff protection. The 
panel comprises—Messrs. R. O. Thiele (chair- 
man), F. A. Buttner (deputy chairman), W 
L. Dick and F. L. Donovan. 


Personal 

Mr. Rex O. Thiele, Dip.Com., A.A.S.A.., 
F.C.A.A., A.C.LS., has commenced practice 
as a cost consultant at 73 Queen’s Road, Mel- 
bourne. Telephone: LA 8221. 





NEW SOUTH WALES 
Joint Lecture Series 


The series of lectures on “Budgetary Con- 
trol—Chartering the Company's Future” organ- 
ised jointly by the Australian Society of Ac- 
countants and the Australasian Institute of 
Cost Accountants was an outstanding success. 
Due to the enthusiasm of members, standing 
room only was the order of things at the 
Stawell Hall. The opening lecture by Mr. 
K. §S. Fleming, A.A.S.A., A.C.A.A., partner, 
Messrs. Offner, Hadley & Co. raised many 
pertinent questions, and the meeting exceeded 
the original time limit allocated. 

The N.S.W. Councils were particularly for- 
tunate to have Mr. F. A. Buttner, F.C.A.A., 
treasurer, Australian Motor Industries Ltd. 
as the lecturer on the subject of “The Budget 
in Action”. The members showed their arvre- 
ciation of his well-prepared lecture by the 
diversity of the questions and the animated 
discussion which followed it. 

The chief accountant of Qantas Empire Air- 
ways Ltd., Mr. W. L. Harding, A.A.S.A., 
maintained the high standard for the series 
by discussing the topic “The Budget as an Aid 
to Management”. 

The series was concluded with a lecture 
from Mr. J. S. Gerathy, A.A.S.A. (Prov.), 
A.C.A.A., senior administrative assistant in 
the Chief Accountant’s Department, Common- 
wealth Trading Bank, and a councillor of the 
N.S.W. Division of the Cost Institute. He 
discussed “Budgeting for the Small Business” 
and described his many experiences in this 
field of budgeting. 


Activities Committee 


The committee proposes to organise a meet- 
ing to discuss the findings on the subject, 
“Long Range Planning”, emanating from the 
convention recently held at Terrigal. All mem- 
bers will be advised of the date of this meet- 
ing. 
Members’ Questionnaire 


The Divisional Council is currently pre- 
paring a questionnaire for circulation to mem- 
bers to enable the Divisional records to be 
brought up to date. Any member who is 
willing to assist in the Cost Institute’s acti- 
vities is requested to get in touch with the 
chairman of the Activities Committee, Mr. 
K. S. Fleming, C/- Australasian Institute of 
Cost Accountants, 5 Bligh Street, Sydney. 


SOUTH AUSTRALIA 
Visit to Stonyfell 


On 30 June, by courtesy of the directors of 
H. M. Martin & Sons Ltd. members enjoyed 
a conducted tour of the company’s cellars at 
Stonyfell. 


Presentation of Certificates 


In conjunction with the Australian Society 
of Accountants the South Australian Divisional 
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Council arranged for certificates to be prew 
sented to newly admitted members at 
Burnside Town Hall, Tusmore on 18 May. 


QUEENSLAND 
Members’ Luncheon 


At the lunch-hour discussion meeting og 
27 May at McDonald’s Restaurant, Edward 
Street, the subject was “The Effect of Volume” 
on Profitability”. The discussion leader wag 
Mr. J. F. Storr, A.C.A.A. (Prov.), systems: 
officer, Swift Aust. Co. Pty. Ltd. in Brisbane” 
Consideration was given to the methods used 
in assessing the effect of volume on sales” 
profitability, expense allocation and the neces 
sity of accurate forecasting. 


+ 


Australian Accountants’ 
Students’ Society 


VICTORIA 


Members of Council 


At the annual meeting held on 1 June, the 
following were elected as members of Coum 
cil for the ensuing twelve months: Miss E. G, 
McPherson, A.A.S.A. (Prov.), and Messrs, 
A. Anzion, W. A. Boag, C. E. Copp, E. Lb 
Ethell, E. V. Legg, J. F. Borne, J. R. & 
Russell, K. S. Warburton, R. L. Williams, 
A.A.S.A., J. G. Foster. 


Office-Bearers 


At a recent meeting of the Students’ Council} 
the following office-bearers were elected: Pre- 
sident: Mr. R. L. Williams, A.A.S.A.; Vice 
president: Mr. W. A. Boag; hon. secretary) 
Mr. E. L. ces ae. assistant secretary and) 
hon. treasurer: . J. G. Foster. 


Activities Programme. 


A programme of 37 meetings “ been 
arranged and attendances at i 
already held indicate that students’ 
in the wide range of topics discussed is « 


high level. 
QUEENSLAND 


Taxation Accounting 


The reconciliation of the requirements of 
the Income Tax Act with a company’s fin 
records was discussed under the title “Ta 
Accounting” at a well-attended meeting of i 
Students’ Society in Brisbane on 16 Apt 
The speaker, Mr. E. W. Munro, B.Comy) 
A.A.S.A., who has had considerable && 
perience in taxation matters, made s 
reference to stock valuation, repair and m sit 
tenance, depreciation of assets and inter 
relation of holding companies with subsidiaty 
companies. 
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